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P-ROGCEEDI-NGS
(10: 03 a.m)

CHAI RPERSON SURO- BREDI E:  The hearing wi | |
come to order

This hearing is being conducted by the
Trade Policy Staff Commttee, known as the TPSC, an
i nteragency body chaired by the Ofice of the US
Trade Representative.

I n addi tion to USTR, t here are
representatives from the Departnent of Agriculture,
Commerce, Labor, Interior, State, Treasury, the
Envi r onnment al Protection Agency, and the U S
I nternati onal Trade Comm ssion.

Many nenbers of t he FTAA negoti ati ng t eans
will be present.

The subject of this hearing is the
proposed negotiation of a free trade area of the
Anmericas. The TPSC is seeking public coment on the
effects of the elimnation of tariffs and non-tariff
barriers to trade and other market |iberalization
anong the free trade area of the Anmericas'

participating countries and any ot her matter rel evant
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to the FTAA agreenent.

On Decenber 11t h, 1994, the 34
denocratically elected leaders in the Wstern
Hem sphere net in Mam, Florida for the first Sunmt
of the Anerica. They agreed to concl ude negoti ati ons
on the free trade area of the Anericas by the year
2005 and to achieve concrete progress toward that
obj ective by the end of the 20th Century.

Since that tinme, the 34 Western Hem sphere
m ni sters responsi ble for trade have net on several
occasions. The work of nine negotiating groups began
in Septenber 1998. In anticipation of that activity,

the TPSC published a notice in the Federal Reqister

requesting public coments, and then there's the
citation in the witten record, 63 FR 128, July 6th,
1998, on what should be the U S. positions and
objectives with respect to each of the negotiating
gr oups.

This notice also stated that USTR woul d
seek additional public coment separately on other
issues related to the FTAA, including the economc

effects of the elimnation of tariffs and non-tariff
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barriers to trade anong FTAA participating countries.

In April 2001, the 34 trade mnisters net
in Buenos Aires, Argentina, and mandated that the
mar ket access negotiations be initiated no | ater than
May 15th, 2002. The mnisters also decided to nake
public the FTAA prelimnary draft consolidated text,
which has been posted on the FTAA Wb site at
wwv. f t aa- al ca. org.

The TPSC subsequently issued a notice
inviting public comments on the draft text, and then
there's the citation, 66 FR 36,614, July 12th, 2001.

On April 22nd, 2001, the 34 | eaders of the
Summt of the Anericas net in Quebec Cty and
confirmed that the negotiation of the FTAA agreenent
woul d conclude no later than January of 2005. As
provided in the regul ati ons of the Trade Policy Staff
Commttee, 16 CFR, Part 203, the Chairman of the TPSC
has invited witten comments and/ or oral testinony of
interested parties at a public hearing. Coments and
testi nony may address the reduction or elimnation of
tariffs or non-tariff barriers on any articles

provided for in the harnoni zed tariff schedul e of the
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United States that are products of an FTA country, any
concession which should be sought by the United
States, or any other matter relevant to the FTAA

The TPSCinvites comments and t esti nony on
all of these matters, and in |ight of the schedul e for
presenting market access offers, in particular, seeks
coments and testinony addressed to econoni c benefits
and costs to U S. producers and consuners of the
elimnation of tariffs on trade between the United
States and the 33 other FTAA countries, and in the
case of articles for which imediate elimnation of
tariffs is not recommended, the recomended staging
schedul e for such elimnation.

Al so, existing non-tariff barriers to
tradi ng goods between the United States and the 33
ot her FTAA countries and the econom c benefits and
costs of renoving these barriers.

Third, existing barriers to trade in
servi ces and gover nnment procurenent between the United
States and the 33 other FTAA countries, and the
econom ¢ benefits and costs of renoving such barriers.

Al so, economni ¢ benefits and costs to U. S.
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producers and consuners of strengthening the
protection and enforcenent of intellectual property
rights in FTAA countries and inproving market access
for products subject to RPR protection.

Finally, exi sting restrictions on
i nvestnent fl ows between the United States and the 33
ot her FTAA countries and the econom c benefits and
costs of elimnating any such restrictions.

Per sons who subm tted conment s pursuant to
a previous request for public conments concerning the
FTAA shoul d not resubmt those cormments. A hearingis
being held on Septenber 9th, today and tonorrow in
Roons 1 and 2 at 1724 F Street. Interested persons,
i ncl udi ng persons who participate in the hearing may
submt witten coments by noon Septenber 23rd, 2002.
This is a firmdeadline.

Witten coments may include rebuttal
poi nts denonstrating errors of fact or analysis not
poi nted out in the hearing. The first page of witten
coment s nust specify the subject matter, including as
appl i cabl e the product or products wth HTSUS nunbers

or service sectors.
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| would now |like to introduce the pane
menbers, including Regina Vargo, Assistant U S. Trade
Representative for the Anericas. After these
introductions, we will hear fromthe first witness, a
statenent by M. Mtchell Cooper, counsel for the
Rubber and Pl asti c Foot wear Manuf acturers Associ ati on.

Regi na, pl ease.

M5. VARGO  Thank you, Carnen, and thank
you all very nmuch for show ng up here today.

Carnmen, before we do the introduction of
t he panel nenbers, Carnen asked if | would cone by and
gi ve you a brief update.

Can you all hear ne over the air
condi tioni ng?

G ve you a brief update on where we are in
the FTAA negotiations, which | think are noving
forward strongly and are on track.

W had two principal nmandates for this
period | eading up to the next mnisterial, which w !l
be held in Quito, Ecuador on Novenber the 1lst. One
mandate was to keep working on the text.

The second nmandate was to |aunch the

NEAL R. GROSS
COURT REPORTERS AND TRANSCRIBERS
1323 RHODE ISLAND AVE., N.W.
(202) 234-4433 WASHINGTON, D.C. 20005-3701 www.nealrgross.com




10

11

12

13

14

15

16

17

18

19

20

21

22

11

mar ket access negotiations by May 15t h.

As | nentioned, | think we're very nuch on
track for both of these elenments. On the text, the
negoti ati ng groups have produced a second version of
their text in their respective areas, and the Vice
M ni sters have nade a recomendati on to m ni sters that
they be released to the public as they were at the
| ast mnisterial.

Now the text is, of course, if you wll,
the obligations of the agreenent.

The second mandate we had related to the
| aunchi ng of the market access conponent of the talks,
whi ch neans, in essence, what's going to be covered
and schedul es where necessary to dictate, say, the
elimnation of tariffs, et cetera.

This market access part of the talk
relates to five different areas: agricultural goods,
i ndustrial goods, services, investnent, and gover nnent
procur enment .

And so far we've nmade initial decisions
about howwe' re goi ng to conduct those negoti ati ons or

what we call the nmethods and nodalities so that these
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tal ks can nove forward.

A couple of points that | thought I'd
highlight. First of all, we have agreed that there
will be no a priori exclusions.

W' ve al so agreed for the schedul e for the
initiation and exchange of offers. W've agreed that
inall five areas this relates to that initial offers
wll be made in the period between Decenber 15th of
this year and February 15th of 2003; that requests for
i nprovenents to those offers will be made between
February 16th and June 15th; and then begi nning on
July 15th we'll begin an iterative process of
continuing to revise and inprove offers.

For the tariff talks, we've agreed that
base rates will be notified between August the 15th
and Cctober the 15th, and in fact, the U S was the
first country tonotify its base tariffs. W did that
on August the 16t h.

This Septenber each of these five groups
is neeting. They are going to be neeting to discuss
in their groups kind of the format that they' Il be

using for the exchange of offers, and I would note in
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that regard | think we've nanaged to have our key
negotiators here to listen to your comments, but |
think it's governnent procurenent and services that
are neeting this week.

So we won't have all of our negotiators
here, and | wanted you to understand the reason why.
They' re busy neeting on the FTAA

Also in Septenber we're going to have a
new group begin neeting, an ad hoc group that wll
begin the very detailed work necessary on rules of
origin, and that group will be in proximty with the
mar ket access group, which is its parent.

Anot her, | think, significant el enent of
the Quito Mnisterial this time will be taking a
cl oser | ook at technical assistance for the smaller
econom es, and those economes at |ower |evels of
devel opnent .

And, in particular, we're working on a
hem spheric cooperation program and Anbassador
Zoellick will be traveling to the CARI COM countri es.
He | eaves tonorrow and will be neeting with the trade

m nisters of CARICOM on Wdnesday to talk further
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about this idea.

Procedurally there wll be tw big
developnments 1'd like to note. Oneis you're all used
to hearing about the negotiations taking place in
Panama. Well, cone next spring, the Secretariat wll
nove to Puebl a, Mexico. So that will be the next site
for all of the individual negotiating groups and
commttees to neet at.

Vicemnisterials and mnisterial neetings
rotate, but the other groups neet routinely at the
sane pl ace.

Al so, Brazil and the U S. will begin a co-
chai rmanshi p of the FTA process for the final 26 nonth
phase that will begin after Quito, and we've been
working very closely with Brazil to figure out how
we're going to do this, but I would just note for you
that we haven't -- we've decided not to just take 26
months and divide them into just two 13 nonth
segnents. W're goingtotry to do this as a true co-
chai rmanshi p, and so we're working at the issues |ike
how we plan to handl e comunications and things of

t hat nature.
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Finally, I'd like to note that we expect
the Quito Mnisterial to have an Anericas Business
Forumand a G vil Society Forum and | woul d urge any
of those of you here who are interested to try to
participate in those events.

Sowith that as a brief overview, 1'd |ike
to be able to | eave t he maxi mumanount of tinme to have
us hear fromyou. So let me suggest that the panel
menbers introduce thensel ves, and why don't we begin
down at this end?

MR. KARAWA: My nane is Qrmar Karawa from
t he Departnent of Agriculture.

MR. HARMAN: Bennett Harman, O fice of the
U.S. Trade Representative.

MR. LEAHY: Dan Leahy, U.S. International
Trade Conm ssi on.

M5. VARGO  Regi na Vargo, USTR

CHAI RPERSON SURO- BREDI E: Carmen Sur o-
Bredi e, USTR, and the Chair.

M5. BOW E- WH TMAN:  Bar bar a Bow e- Wi t man,
St at e.

V. CARRI LLO M chel | e Carrillo,
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Departnent of Conmmerce.

M5. VWH TE: Betsy Wiite, Departnent of
Labor.

MR. CLATANOFF: Bud d atanoff, USTR

CHAI RPERSON SURO-BREDIE: So if the first
W t ness coul d approach the chair, please.

M5. VARGO  Excuse nme, Mtch. [|'m going
to have to depart.

MR. COOPER You're going to | eave?

M5. VARGO But | wll read it all

MR, COOPER: ["ll try to finish by the
time you get to the door

M5. VARGO You won't be doing the folks
a service if you do that.

Thank you all very nuch.

CHAI RPERSON SURO- BREDI E:  Coul d | ask the

panel nenbers to reintroduce thenselves? Because

otherwi se the transcription will be incorrect.
THE REPORTER: Al | need to know is the
new gentleman and I'l1l be fine.

CHAI RPERSON SURO- BREDI E: Okay. Can you

i ntroduce yoursel f?
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MR SMTH  Russell Smth. I'mwth the
FTAA O fice at USTR

M5. MALITO And Andrea Malito. |I'mwth
t he Commerce Departnent.

CHAI RPERSON SURO BREDI E:  Thank you.

So if we could hear then fromthe first
W t ness, Mtchell Cooper.

MR. COOPER  Thank you, Madane Chair.

This commttee al ready has an extensive
record of the inport sensitivity of the donestic
rubber footwear industry, and this brief testinony in
behal f of the  Rubber and Plastic Footwear
Manuf act urers Associ ationw || suppl ement that record.

Since ny previous testinony before this
committee on the potential effect of FTAAtariff cuts
and since ny submission to the ITC on this subject,
t he donestic rubber footwear industry has shrunk in
size from sone 7,000 production enployees to
approxi mately 3, 000.

Thi s shri nkage was caused in | arge part by
t he deci sion of Congress, which had been the | argest

donestic producer for fabric upper, rubber soled
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footwear, and of Lacrosse, which had been the | argest
donmestic producer of waterproof footwear to shift
their production from this country to facilities
over seas.

The inports of fabric upper rubber sol ed
footwear now take approximately 95 percent of our
mar ket, while inports of waterproofed footwear now
t ake approximately 60 percent.

There are 26 harnonized system nunbers
which cover the products of the rubber footwear
i ndustry. The Senate version of the recently
reenact ed Andean trade preference bill exenpted those
26 categories fromimediate duty free treatnment for
t he Andean countries and accorded theminstead a 15
year phase-out.

In an effort to win support of the House,
however, the principal Senate sponsors of this phase-
out agreed to a narrowmng of the list to those
categories which constitute the core rubber footwear
itens currently manufactured in this country.

Thi s conprom se was reached with the ful

agreenent of the Rubber and Plastic Footwear
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Manuf acturers Associ ation, the American Apparel and
Foot wear Associ ation, which is the spokesman for non-
rubber footwear, and the Footwear Distributors and
Retailers of America, the spokesman for donestic
retailers.

Wi | e t he rubber footwear anendnent fail ed
in conference committee, it is the intention of the
Rubber and Pl asti c Footwear Manufacturers Associ ation
to seek an exclusion of its core products from the
Andean Trade Preference Act based on rubber footwear's
inport sensitivity.

And at this point | really should
interrupt nyself to make a correction on sone
mat hemati cs. The Andean trade preference anendnent,
which went to the conference comittee, |isted
initially 16 core itenms. Those were the itens which
we believed were then being produced by the donestic
rubber footwear industry.

Since that time, an additional conpany,
wat er pr oof manufacturer, has joined the RPFMA. It's
call ed Onguard I ndustries. It is the inheritor of the

remmants of the old Barter plant in Maryl and, and t hat
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conpany poi nted out one additional item which shoul d
be i ncl uded.

And just the other day, very recently, |
recei ved word from New Bal ance that they intend in an
inner city factory in Boston to produce one nore item
that was not previously on the list. So instead of
26, we were talking about 16. Instead of 16, we're
now t al ki ng about 18, and those itens are all |isted
on the bottomof the testinony which | have submtted
t hi s norni ng.

If the testinony that you have does not
include all 18, I will certainly supplenment it.

We've experienced recently a dramatic
exanple of why a full exception rather than an
ext ended phase-out, such as the 15 years in NAFTA, is
essential to this industry.

And | should point out that inport
sensitivity is even nore acute wth respect to such
FTAA partners as Brazil, Argentina, and Chile than was
the case certainly with respect to the Andean
countries.

And in the current negotiationwth Chile,
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the FMA is also seek a full exenption for the
i ndustry's core itens, but as | just said, we recently
experienced a dramatic exanple of why a full
exception, despite what Ms. Vargo has indicated is the
agreenent, tenporary -- all agreenents are tenporary,
of course, until they are final docunents -- the
tentative agreenent that there should be no
excl usi ons.

Let nme point out an exanple of why an
exclusion is necessary for this industry. Ti ngl ey
Rubber Corporation of South Plainfield, New Jersey,
whi ch has had a manufacturing presence inthis country
for about 100 years, recently shifted its operations,
except for mlitary contracts, from New Jersey to
Mexico, and it did so for the sinple reason that with
only about seven years to run in the NAFTA duty phase-
out, tariffs on rubber footwear from Mexico have been
lowered to the point that Tingley has found it
necessary to shift its production to Mexico in order
to survive against foreign conpetition

What remai ns of this industry is convinced

that it can survive, provided there is no further
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whittling of its tariff production, and by now, it
shoul d be abundantly clear to all of you that the
elimnation of duties in rubber footwear would be
acconpanied by the elimnation of donestic rubber
footwear enploynment w thout any counterbal ancing
benefit to consumers, since the products of this
i ndustry, wherever their source, will retail for what
custoners are willing to pay.

Both the Trade Representative and the
Secretary of Conmerce have taken note of the unique
sensitivity of this industry to inports, and we hope
that this commttee wll conclude that this
sensitivity justifies an exenption for at | east the 18
core categories whose HTS nunbers are listed in ny
testinony, which are essential to the survival of this
i ndustry.

Thank you. | wel conme your questions.

CHAI RPERSON SURO BREDI E:  Thank you, M.
Cooper.

"1l turn to M. Harman, who wll be
asking the questions for the panel.

MR. HARMAN:  Thank you, M. Cooper.
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One question. If you could speak to the
conpetitive dynamc represented by trade with the
hem spheric trade partners as opposed to third
parties, such as China, in the categories that the
U.S. currently manufactures.

MR. COCPER: Well, particularly wth
countries |like Brazil.

MR. HARMAN:  Yes.

MR. COOPER: Perhaps to a | esser extent
Argenti na. Who knows what's going on in Argentina
these days? Chile. There is enornous capacity and a
great deal of manufacture of rubber footwear.

Wage rates in those countries are, | need
hardly point out, substantially lower than in the
United States. The duties on the products of which we
are speaking are very high certainly conpared to ot her
duties, including duties even on non-rubber footwear.

Any el im nation of these duties whether by
phaseout of a reasonabl e period of tine or whatever is
bound to present an increased incentive to those
countries to increase their production of rubber

footwear and the shipnent of that production to this
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country.

So we are terribly concerned about what
the potential is.

MR. HARMVAN: And secondly, coul d you speak
to the strategies that the U S. conpanies have
devel oped to remain conpetitive?

MR. COOPER:  Yeah.

MR. HARMAN:. Such as brand name, product
quality, differentiation in size, et cetera?

MR. COOPER: Well, you've nentioned sone.
Brand name, quality, differentiation in sizes.

Look. The conpanies that are still here,
we' re tal king about roughly five manufacturers. The
ot her nmenbers of the RPFMA, nunbering about 15, are
suppliers to those manuf acturers who are dependent on
their success for their own success as suppliers.

Gventheexistingtariff structure, these
conpanies are here and hopefully are here to stay.
There's only one fabric upper rubber sol e producer of
any significance left in this country, and that's New
Bal ance.

New Bal ance i s a successful conpany. It's
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successful because it has wherever it can devel op
| abor saving devices. It has a wonderful work force.
It has an i magi nati ve managerial force. It functions
with three plants in Maine, two in Massachusetts, and
a plant in California which they don't own, but which
manuf act ures exclusively for them

And their hope, frankly, given the tariff
structure and provided that there is no further
erosion in that structure, their hope is to continue
to grow. They're now nunber four in the world in the
production of athletic footwear not just because of
donestic manufacturing, and this is what's inportant
for you to understand.

Every one of the conpanies that |
represent inports as well as manufactures in this
country, and every norning they wake up and wonder if
they're going to introduce a new line or continue to
produce an existing line. Should they do it here or
should they do it abroad?

Thus far, thus far, the balance of
interest in each of these conpanies remains in favor

of donmestic production. So, again, take a conpany
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i ke New Bal ance, which inports from all over the
wor |l d, has |icensing agreenents abroad for shipnents
abroad, not back to this country, but nonethel ess has
been able to cut the nustard in the United States
because of its quality, because of shortness of
shi pnment lines, et cetera.

So, you know, there's every reason to
believe that they' ve survived thus far, and they wl|
continue to survive. Bear in mnd none of these
conpani es expects to go out of business. |f you don't
want themin the United States, they' ||l go overseas,
and it's up to you in very large part as to where it
is this stuff is going to be produced

CHAI RPERSON SURO- BREDI E:  Does the pane
have any further questions?

(No response.)

CHAI RPERSON SURO- BREDI E: In that case,
t hank you very nmuch, M. Cooper.

MR. COOPER: Thank you. Thank you for
your attention.

CHAI RPERSON SURO-BREDI E: It's ny pl easure

to introduce the next w tness, Thea Lee, Assistant
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Director for International Econom cs of the AFL-C O

Ms. Lee.

MS. LEE: Good norning. Thank you so nuch
for the opportunity to come and present the views of
AFL-ClI O on behalf of our 13 mllion working nen and
woren nenbers.

The free trade areas of the Anericas is a
very inportant issue for the Anerican | abor novenent,
and indeed, for the I|abor novenent of the entire
hem sphere, and we've been follow ng the i ssue pretty
closely since 1995, the first Summt of the Anmericans,
when t he di scussi ons got underway.

But we very nuch wel cone the opportunity
to day to cone and present our views, and |'ve
submtted ny full testinony. So I'll just summarize
sone of the key issues fromour point of view

Cl early howt he West er n Hem spher e chooses
tointegrate the econom es and the countries will have
a huge inpact on jobs and wages and working
conditions, but also on public policy, the scope of
government regulation of public health and the

environnent and social safety nets throughout the
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hem sphere, and that certai nly has been our experience
with the North Anmerican Free Trade Agreenent.

These agreenents are nmuch nore than trade
i beralization. They go to the very heart of the role
of governnent, the role of denocratic decision nmaking
processes, and the kind of input from working people
and conmunity activists is very, very inportant to the
ultimate legitimacy and credibility of whatever the
product is in 2005 or later.

These agreenents are often just sold as
mar ket access agreenents that we're going to |ower
tariffs between the countries and that has to be good
for everybody.

They do, of course, lower tariffs, but
they do nmuch nore, and that's, | think, what we've
| earned fromeight years of NAFTA, that what the free
trade area of the Anericas wll do, just as NAFTA did,
istoestablish an entire framework of conpetition and
what kind of rules wll govern trade within the
hem sphere, what kinds of conpetition are acceptable
and what kinds of conpetition are not acceptable.

And it's very inportant to us that we
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begin to see the issues of trade conpetition as nore
than just commercial disputes. It's not just about
whet her a particul ar conpany has mar ket access or has
a mar ket advantage or doesn't, but really nuch broader
than that; that certain kinds of conpetition, in
particul ar, conpetition which violates the core | abor
standards that the international comunity has agreed
to, are destructive, destructive not just to working
people in the United States, but destructive to the
entire fabric of the developnent process in the
hem sphere and the denocratic process.

And the sane is true, of course, for
envi ronment al nmeasures, and as | said before, | think
that the way in which these trade agreenents or
econom c integration agreenents change the role of
government is very inportant. It's sonething that we
shoul dn't neglect. W should give as nuch attention
to it as we can; that how governnents are able to
regul ate public health and the environnment and soci al
safety nets is inportant to people living here.

And the people living here in the United

States or people living in Brazil or Argentina or
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Costa Rica or Dom ni can Republic believe that nobst of
the decisions that they're nmaking about donestic
regulation are going to be nade through electing
representatives, who will then make decisions which
are thought out and sonetinmes very contentious,
bitter, donestic political debates about the proper
| evel of environnental regul ation, the proper |evel of
the m ni num wage, the proper way of regulating union
or gani zi ng.

But those donestic disputes should be
resol ved, in our viewby parties that are el ected, and
we don't have an elected governnent for the entire
hem sphere, and therefore, | think we should be very
cautious as to how we change th bal ance of power
bet ween the rol e of governnent and the role of a trade
di spute body; that these bitter donmestic disputes
should not be resolved out of the public eye in a
trade tribunal with three peopl e behind cl osed doors,
where the proceedings aren't nade public.

| don't think that's what people in the
hem sphere are expecting their policy making process

to be changing as a result of signing what's called a
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free trade agreenent. And | think that's certainly
one of the key issues that we've grappled with, and
think you'll hear nore about that over the course of
t he day, about the FTAA

Let nme just go over sone of the key issues
fromour point of view The first one obviously is
the protection of workers' rights, and this is not a
new i ssue probably to anybody at the table, but that
it is our view that the free trade area of the
Anmericas nmust include enforceable workers' rights in
the core of the agreenent, certainly nothing |less than
what's in the Jordan free trade agreenent, that is, a
comm tnment to honor the core |abor standards of the
| LO freedomof association, the right to organi ze and
bargain collectively, and the prohibitions against
child Ilabor, force labor, and discrimnation in
enpl oynent .

But al so, an enforceable comm tnment that
countries will, in fact, effectively enforce their
donestic | abor and environnental |aws; that this is an
i nportant conbination, one, the commtnent to the

i nternational core | abor standards and, on the other
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hand, the comm tnent to enforced donestic | abor | aws,
whi ch as we all know are nmuch nore detail ed and nuch
nore concrete than the international standards, but
it's often a struggle just to enforce donestic | aws,
even in the United States of Anerica, even in the
richest countries, but certainly in the poorest
countries.

And we do believe that it's inportant
within the context of aninternational trade agreenent
to be able to bolster the obligation to enforce
donmestic laws and to live up to internationa
obl i gati ons.

Certainly, and | think, again, this is an
issue that's come up in the past, but that if, in
fact, the free trade area of the Americas doesn't
i ncl ude enforceabl e workers' rights, wew ll, infact,
be stepping backwards fromthe kind of protection we
have in current law with respect to virtually all of
Latin American countries; that we have a variety of
trade relationships in Latin Anerica that do include
enforceable conmtnents to honor workers' rights.

Certainly the GSP is the nost inportant,
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and that affects virtually all of the countries with
the exception of Mexico and Canada. The Cari bbean
Basi n agreenent and t he Andean pact have sone workers

rights provisions. We're very troubled by what we
perceive fromthe outside as the course of the FTAA
negotiations that from everything we can see, there
has been no formal discussion of workers' rights
within the context of the FTAA to date. There's no
wor ki ng group. There's no chapter. There's no study
group to address workers' rights issues. There's no
| anguage in the draft text that's been nade avail abl e,
even t hat bracketed text wth however many hundreds of
t housands of brackets. There's not even a bracket on
wor kers' rights, with the exception of a very weak
provision in the investnent chapter that doesn't go
much beyond what was in the NAFTA environnental
chapter.

So we'd be very troubled by a course of
negoti ations that would take us to a place where the
FTAA woul d grant additional narket access and yet step
backward in the very inportant area of workers'

rights.
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And | guess I'mrunning short ontinme. So
"1l just signal that the other issues that we
consi der very i nportant, the i nvestnent chapter of the
free trade area of the Americas. This has been
tremendously controversial under the NAFTA, and we
think very, very troubling, the idea of investor to
state di spute resol ution over very i nportant i ssues of
environmental and public health regulation we find
extrenely troubling.

The provi sion of services and whether, in
fact, the FTAAw || support or underm ne the provision
of public services, particularly public health and
educati on, but even postal services, other areas where
there is often a blurry line between the public and
the private provision of services.

W don't believe that it would be an
appropriate role for the FTAAto tilt that balance in
favor of privatization away from public provision of
services in key areas.

Government procurenment in our view nust
take into account sone of the social issues, as well

as the commercial issues. Protecti on of workers
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rights, human rights are legitimate areas that shoul d
be considered under governnment procurenent, and the
devel opnent concerns of our sisters and brothers in
t he hem sphere are very inportant to us, particularly
of debt relief.

W do believe it's appropriate in the
context of a free trade area of the Anericas to
address debt relief and to give debt relief to sone of
the devel oping countries so that they can provide
t hose basi c heal th and educati on and i nfrastructure to
t heir people.

And let nme end there and take your
gquesti ons.

Thank you.

CHAI RPERSON SURO BREDI E: Thank you, M.
Lee.

W wll have two nenbers of the pane
posi ng questions. Betsy Wiite fromthe Departnent of
Labor and Bud C atanoff fromthe USTR

MR, CLATANCFF: Good norning, Thea.
Thanks for com ng.

Just briefly, you called for inclusion of
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enf orceabl e worker rights standards in the core of the
agreenent, and 1'd sort of like to get your opinion
this norning on those enforcenment nechani sns.

In particular, | think you re aware that
remedi es or enforcenents in trade agreenents often are
i nposed upon different sectors in the violations, if
you will, so that Country X inposes punitive tariffs
on orange juice Dbecause Country Y inproperly
restricted inports of steel.

Does that bother you that sonething |ike
t hat coul d happen i n worker rights provisions? Andif
so, what do we do about it?

M5. LEE: On dispute resolution, our view
has been that we'd |li ke the | abor rights provisions to
be enforced by essentially the same nechanismas is
available for the commercial disputes, and that, |
think, begs a |lot of the questions. You know,
whet her that's an effective or appropriate way to
enforce any of the commercial provisions in the
agreenent | think is a nuch broader question.

And | guess at the end of the day the test

is going to be effectiveness and whether there are
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meani ngf ul econom ¢ consequences to the violation of
wor kers' rights and whet her those are essentially the
sanme as those that are used to enforce the comerci al
provi sions of the agreenent is, | guess, the bottom
line for.

And | guess, you know, every day if you
read the trade press you're al ways seeing -- there was
one just this norning about the Andean pact and the
i ssue that, you know, the Andean countries are being
told they may lose their trade benefits because a
whol e nunber of conpanies are having comerci al
di sputes and that the nessage to the Andean countries
is very, very strong; that they need to resol ve these
comerci al disputes, pay off the fines that are owed
to conpani es for various breaches of contract and so
on, or they may |l ose their trade benefits.

And | guess we've never seen the workers
rights provisions of any of our trade agreenents
recei ve the sane |l evel of priority and enphasi s, where
it's constantly in the headlines that trade benefits
are, infact, contingent on countries respecting basic

human rights of their workers, the fundanental rights
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of the work pl ace.

And so that's, |I think, nore inportant to
us than whether the trade sanction happens to be in
t he sane sector or in adifferent sector. | guess the
key issue is whether it works, whether it, in fact,
remedi es the abuse of rights or not.

MR. CLATANCFF: As an aside, | can assure
you that the Andean countries are being rem nded of
the worker rights provisions. So Andean trade
pr ef er ences.

My second question is in your witten
testinmony, where it's nore | engthy you nentioned this
nmorni ng, but the fact that investnent disputes are
settled in sequence.

Do you think the transparency objectives
in the recently enacted Trade Pronotion Act are
adequate to address your concerns?

M5. LEE: No, | don't think that. | think
they're a stepinthe right direction for sure, and we
wel conme all of the steps in the right direction. W
wel come the release of the draft text of the FTAA as

a big inprovenent over what was avail abl e under NAFTA
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when the text was | eaked.

But | guess what we'd like to see is an
assurance not just that, you know, the individua
governnment positions are made available, and | know
that the United States, | think, has been anong the
best of countries in mking its own positions
available to the public, but the whole dispute
settl enment process happeni ng behind closed doors is
actually difficult even to keep track of which cases
are being brought.

There are, | guess, newspaper clippings
and anecdot es and ot her ways of tracing the i nvest nent
di sput es under NAFTA, but | think it should be just as
a matter of course that any tine that there's a
challenge that it's made public and that the dispute

settlenment papers and the briefs and so on are nade

public.

MR. CLATANCFF: Ckay. Thank you.

Bet sy?

M5. WHI TE: Thank you.

You said that there's nothing going onin
the FTAA on | abor. Let ne assure you it's not for
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having not tried. Having sat through a lot of
m ni sterials and TNT neeti ngs and such, it has been to
date an inpossible struggle, but let's hope that
t hi ngs i nprove.

| had a question that was rai sed by your
oral testinony as opposed to your witten testinony,
and that is that the enphasis you place on howthe FTA
af fects governnent policy and the ability to regul ate
and that it becones this huge sort of FTAA super
governnent affecting a country's ability to regul ate,
but yet you call for nore regul ati on and nore bringi ng
into the trade field [ abor rights issues.

And | ' mwondering i f you see any di chot ony
in the fact that you call, on the one hand, for |ess
FTAA overall scrutiny of individual governnent's
rights and the need to put worker rights into the FTAA
as you're proposing.

M5. LEE: | think that's a good question,
and | would say | don't see it as being inconsistent
and for two reasons. One is that the workers' rights
that we're tal ki ng about protecting under the FTA are

rights that every country in Latin Anerica or in the
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FTAA process has agreed to abi de by by virtue of their
menbership in the international |abor organizations.

So these are not rights that are being
i nposed by the United States or externally. These are
rights that voluntarily every single country in the
hem sphere has al ready agreed to respect, pronote, and
realize under their nmenbership in the ILO

And the second piece of the workers'
rights that we're tal king about is countries agreeing
to effectively enforce their own | aws. So, again
that doesn't seemlike a tranpling of sovereignty or
an external inposition of new obligations; rather, a
strengthening of obligations that countries have
al ready agreed to in other areas.

And | think that's a little bit different
froma question of, let's say, citing a toxic waste
conpany and the conflict that m ght happen between
| ocal environnental regulation an a conpany's desire
to sell a product; that those are different issues
that haven't, in fact, been resolved by any kind of
denocratic debate and di scussion at that |evel.

| had one other question in terns of
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pronoti ng worker rights and sort of acconpanying the
FTAA. The TPA | egi sl ati on does suggest that there be
consul tative nechanisns, that there be technical
assistance to countries to i nprove their worker rights
| aws if necessary.

How do you see these kind of supportive
provi sions as relating to and supporting your call for
i nprovenents in the enforcenent of worker rights?

M5. LEE: W think the consultative and
t he cooperative nmechanisns that the U S. governnent
does engage in and are called for under TPA are very,
very inportant and should be supported. W're very
supportive of all kinds of transfer or resources in
order to inprove enforcenent of workers' rights. W
think that's a good use of U S. resources.

We don't think it's sonething which can
stand on its own, and that's been our experience in
the past, is that if all you have in place is
consultative and cooperative nechanisns, it's
general ly sonething that neither the governnents nor
t he conpani es take seriously.

And | think we've seen that with t he NAFTA
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| abor side agreenent, that the pieces of the agreenent
that are entirely cooperative are pretty worthless,
and that the only tinme when the conpanies and the
governnments really pay attention is when there is the
possibility of some sort of econom c sanction at the
end of the day, and that's when they start paying
attentionto the rules. That's when they start trying
to inprove their enforcenent and so on.

So the consultative and the cooperative
mechani sns are essential, but they're by no neans
sufficient and, in fact, pretty neaningless on their
own. So they're a good supplenent to enforceable
conmi t nent s.

CHAI RPERSON SURO- BREDI E:  Does the pane
have any ot her questions?

(No response.)

CHAI RPERSON SURO BREDI E:  Thank you, M.
Lee.

Qur next wtness is M. Steve Lanmar,
Senior Vice President of the Anmerican Apparel and
Foot wear Associ ati on.

MR. LAMAR.  Thank you, Madane Chai r man.
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My nane is Steve Lamar, and |'m Senior
Vice President of Anerican Apparel and Footwear
Associ ati on. W're the US nat i onal trade
associ ation of the apparel and non-rubber footwear
i ndustri es.

On behalf of AAFA, |'m pleased to offer
cooments on the FTAA, and | wsh to offer the
foll ow ng observations which 1 closely track many of
t he points that we've nade in previous subm ssions to
USTR in this process.

First and forenost, the FTAA should
provi de an efficient means to manufacture, distribute,
and service custoner demands within the Anericans.
The ability to operate in a transparent and
predi ct abl e busi ness environnent is paranount.

Wthin the FTAA, the ability to nove
product free of all tariffs and non-tariff barriers
nmust be guaranteed, in addition to elimnating duties
for goods that originate in the FTAA the final
agreenent should require all FTAA countries to
prohi bit determ ning fees and ot her special and ot her

speci al assessnents that are inposed on eligible
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shi pnent s.

Li kew se the agreenent should prohibit
reference pricings or custons val uati on practices t hat
discrimnate against inports as well as serve no
functional value other than statistical reporting.

The final agreenment should explicitly
provi de provisions for those goods that are currently
afforded duty free entry under NAFTA, CBTPA, and the
recently enacted Andean Program

Because t hese | ast two prograns expire for
beneficiary countries once the FTA takes effect, it's
i nperative that benefits conferred by those provision
be captured in sone sort of seam ess manner by the
FTAA such that conpanies operating under those
prograns do not experience gaps in market access.

Regarding rul es of origin, we're di smayed
to see that sone countries are still contenplating
special rules for of origin on textiles and apparel.
By that | nmean Chapters 50 through 63.

As not ed previously, we strongly favor the
approach taken in the so-called Hol brooke Cardin

rules, which is consistent wwth a single tariff shift
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approach. This confers origin based on assenbly.

Li kewi se on footwear, we support the
tariff shi pped approach and do not favor extension of
the NAFTA rule to the FTAA and particul arly regarding
the prohibition of unforned uppers.

Qur sticker rule (phonetic), whi |l e
appearing to pronote regional input, nerely inposes
restraints that drive production and trade out of the
free trade area. W think that shoul d be di scour aged.

On saf eguards, the FTAA shoul d have stri ct
l[imtations both on the thresholds that nust be
triggered before they can be used, as well as on the
duration and ability to be on the -- safeguards that
are extended.

Saf eguards should sunset automatically
unl ess the conplaining party can affirmatively prove
the continuation of the injury. The process shoul d be
bot h transparent and predictable.

Cust ons operations, i ncl udi ng
docunent ation requirenents, should reflect practices
of the trade. Conpani es should not be required to

keep or file paper work that is now kept in electronic
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format or which is no | onger generated for legitimte
conmer ci al reasons.

Ext r aneous paper wor k provi di ng | ogi sti cal
obstacl es and costs can greatly underm ne the gains
associated wth the FTAA

At the sanme tine, we strongly favor
har noni zati on of custons operations to encourage the
border free environnment within the hem sphere. That
is a key goal of the FTAA

The custons shoul d be designed to permt
a 24 hours, seven day per week operation with one
single filing of shipnent header data in order to
export and inport the related shipnents. Each nenber
country should al so commt to preventing the novenent
of illegal narcotics, illegal aliens, and tariffs,
weapons, and conmerci al car go.

Sanctity of trademarks is critical to the
health of our apparel and footwear brands. e
strongly favor protections for trademarks as part of
a conpr ehensi ve | PR noni tori ng and enf orcenent regi ne.

As in the NAFTA, AAFA favors the

devel opment of harnoni zed | abeling schenes to bring
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the different countries' care origin, ID and fiber
content | abeling practices for garnents and footwear
and footwear prospective origin into a single
st andar d.

AAFA nmenbers also strive to insure that
the products are produced under legal, ethical, and
humane conditi ons. W endorse the worldw de
responsi bl e apparel productions. The acronymis WRAP,
which contains 12 principles that are nonitored
t hrough an i ndependent factory inspection program

More than a dozen other organizations in
the hem sphere have endorsed this program as well.
These principles reflect and pronote fair | abor, anti -
narcotics, security environnment, and anti-trans-
shi pment goal s.

Finally, as with the WO agreenent on
gover nment procurenent, the appropriate annex, and if
we can convey this to the governnment procurenent
peopl e who | guess are not here today, the appropriate
annex should note that the United States retains the
right to acquire the clothing and textiles produced

for the U S. Departnent of Defense to be nade in the
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US entirely of US. inputs.

Thi s tracks an i nportant nati onal security
princi ple known as the Barry Amendnent that has been
a central conponent of U S. procurenent |aw for nore
than hal f a century, and which was recently reendorsed
by the U S. Congress.

And wi th that very sinple statenent, we'l|
t ake any questi ons.

CHAI RPERSON SURO BREDI E:  Thank you very
much, M. Lamar.

Questions will be asked by Andrea Malito
of the Departnment of Conmmerce and Betsy Wite of the
Departnent of Labor.

M5. MALI TG  Thank you.

Good norning. Thank you for your renmarKks,
M. Lanar.

| wanted to explore with you a little bit
your experiences through your successes in working
with the Wrldw de Responsible Apparel Production,
with WRAP, and wondering from that experience what
recomendations you mght nake for insuring that

products inported into the United States are
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manuf act ured responsi bl e.

MR. LAMAR. The key to WRAP, | think, is
education. It's getting different peopl e aware of the
program The way the WRAP programworks is it sort of
buildintothe marketpl ace the requirenents to produce
garnments under socially responsible conditions. | t
works basically by getting people at the factory
manager |evel aware of what they need to do.

The factories put i n place those processes
and procedures so that when sonebody wants to i nspect
that factory, they know that the procedures and the
activities that they' re doing are not things that are
going to be in place that day, but are things that are
backed up by record keepi ng, by extensive experience.

And one of the things that we've | earned
is when you show people a code of conduct versus --
WRAP is 12 principles. Oher codes of conduct have
ten, 12, 15, whatever they m ght be.

People will | ook at them and say, "GCee,
this is a no-brainer. W need to do this."

But when you back it up by, well, in order

to prove this, you have to be able to answer these 45
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questions affirmatively. In order to be able to
answer those 45 questions affirmatively, you have to
be able to do these 216 things.

And pretty soon people say, "Geez, you
mean |'ve got to keep records on this person and this
person and this practice and how | do this?"

And that takes a while to build sone of
those practices into the system and we find that a
ot of factory mmnagers are signing up for the
program | think WRAP i s about to hit 1,000 factories
t hat have applied for the programand are doi ng very,
very wel |

But as they sign up for this program
peopl e | ook at these very thick books they get and
say, "Ww, that's a lot of work that we've got to go
through.” So then there's a little bit of reality.
So part of it is training at the factory |evel, what
t hey need to do.

In many cases it's docunenting the
practices through all that you're doing so they can
prove it to an unbiased party that, in fact, they're

doi ng these t hings because peopl e have sone security.
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Alot of it also is nmaking sure that nore
i nformati on about the programgets out. The way that
our industry comunicates the programis through the
buyer-seller relationship. Retailers-inporters are
i ncreasingly beginning to require that garnents that
are inported from factories or that are nmade in
factories, whether they're made in the U S. or whet her
t hey' re made of f shore, are nmade under WRAP pri nci pl es.

Already we have to require that the
garnments are made i n conpliance with a nunber of other
practices that m ght occur. Labeling practices, for
exanple comes to mnd or flamability, anti-
flammability for fabric, and this is just one nore
requi renent that people will put in place.

In order to get business, you ve got to
meet the requirements of WRAP, and so people start
signing up for WRAP, and these are just sone of the
ways.

VWhat it ends up doing is that it really
ends up building into the marketplace how, you know,
good | abor needs to be done. And as | said, it also

addr esses anti-narcotics, environnental issues, anti -
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trans-shipnent. Anti-security falls in there as well
as part of the narcotics conponent.

M5. WHITE: |1'd sort of like to build on
your response to that question and just ask i f you can
give sone exanples of sone tangible results in
specific factories and how do factories react to the
idea that there may -- | assune there are i ndependent
i nspectors that conme in. Has there been like a
rel ati onshi p between an inspection and i nprovenents?

MR. LAMAR: Yeah. Fromwhat | understand,
and ' mnot privy tothe reports that conein, it wll
go through the WRAP, which is a separate entity from
our associ ation, a separate board, and they eval uate
the reports that cone in.

VWhat wi ||l happen is when reports cone in
t hat denonstrate a need for corrective action -- and
as | understand it, there's actually tw |evels of
corrective action. There was corrective action where
sonething that's in jeopardy, you know, a worker's
health is in jeopardy, environnmental health is in
j eopardy, and those need to be fixed i medi ately, and

t hose are done sort of on the spot, and then there are
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ones where it may not be an i nmedi ate requirenent, but
it's certainly sonething that has to be conplied with
before certification can be generated for that
facility.

But as | understand it though, there are
times where there have been a nunber of cases where
i ndi vi dual factories have had to go and approve their
activities, either put in place a procedure to
denonstrate conpliance wth sonmething or to start
doing that in the first place.

| mean they may not have realized that the
|aw said you can't hire anyone under a certain age.
They were, you know, not aware of what that |aw was,
and that kind of goes back to another answer to your
question before.

One of the things that the fol ks at WRAP
have been telling us is that the foreign |abor
departnments have real |y been fi ndi ng WRAP programvery
useful to them because it kind of gives them a road
map. They know that when they' re working wth WRAP
factories -- and these are factories that are used to

the concept of people comng in, performng an
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eval uation, nmaking sure that things are up to code,
and in sone cases that may not have really been done
bef ore.

I n ot her cases, the WRAP peopl e have gone
to the | abor departnents, and in several cases at the
| abor departnents' invitation, and hel ped train them
on what the principles of the WRAP were all about.

So if the foreign |abor inspectors are
goingto different factories, they knowwhat standards
that factory is shooting for. So they've got their
own |aws. They've got their WRAP codes of conduct,
what ever ot her codes of conduct m ght be out there so
that they have sort of a base of where they're going
from

And then thirdly, it also gives them a
sense that they' ve got, say, 200 factories to work
for, to inspect and 63 of them have been certified by
WRAP or sone ot her organi zation. Then maybe they can
concentrate their resources on the 137 or so that are
not .

It doesn't nmean they're going to ignore

the 63, but it gives thema place to concentrate sone
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of their resources, where no inspection my have
occurred. And that's one of the other experiences
that we're finding.

MR. HARMAN:. Steve, how woul d you answer
t he argunent that the single transformation rule would
all ow sonething of a unilateral windfall to the |ikes
of, say, China on fabric if all that has to be done is
mere assenbly into garnents in this country?

MR. LAMAR. The nore requi renents you put
on the assenbly of garnents neans there is nore
docunentation, and there's nore hurdles and costs
associ ated wth the i nput, which each of those acts as
a slight disincentive to the production of the
ultimate garnent in that region

The best exanple is our experience under
the Caribbean Basin. The Caribbean Basin is a U S
fabric, and the fabric itself has to be nade with U. S
yarn, as you know. And that supply chain has to be
fairly extensively docunented.

And what we're finding is that the cost of
the fabric and the yard plus the supply chain

docunentation sonetinmes eats up the duty preference
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and then nore that's quoted under the program

And what that does is that chases the
entire assenbly out of the preference program
entirely, and so people find that it's cheaper to
produce the entire garnment nmade entirely from Chi nese
fabric, entirely fromlndonesian yarn or whatever it
m ght be, in China or wherever it mght be, brought
back to the U S and paid full duty, wll be Iless
expensi ve than the garnent that's produced inside the
preference programw th the hem sphere.

W're starting to see this in NAFTA as
wel | . If, however, you are locating a production
there, you acquire the assenbly to be done, the i nputs
can cone froma lot of different places.

Then what you see is a very strong
interest in people producing there. Yeah, they won't
have to use U.S. fabric or U S. yarn. It doesn't nean
they won't. It neans they don't have to. They still
can do that.

In fact, they may find that they want to
do it, use U S fabric, US vyarn, US. cotton. It

gives a lot of different flexibility, and the inputs
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can ultimtely be used.

We think that the nore you can attract the
apparel productionto this hem sphere, the nore likely
you're going to generate a custonmer for sone part of
the textile chain, whether it's the cotton, the yarn
or the fabric, maybe all three, the trinmngs, the
equi pnent nakers.

CHAI RPERSON  SURO- BREDI E: Any ot her
gquestions?

(No response.)

CHAI RPERSON SURO BREDI E:  Thank you very
much, M. Lamar.

Qur next wtness is Charlene Stocker,
Seni or International Services Manager, Anerican
Associ ation of Exporters and Inporters.

Good nor ni ng.

M5. STOCKER: Good norning. On behalf of
the nenbers of the Anmerican Association of Exporters
and Inporters and the mllion of their enployees
across the country, let nme thank the Ofice of the
U S. Trade Representative and the nenbers of the Trade

Policy Staff Commttee for initiating public dialogue
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on the free trade area of the Americas and providing
us this opportunity to provide sone input.

My oral comments this norning wll be
brief. Al though construction of a hem sphere trade
agreenent is an enornously conplex, we believe it is
inmportant to remain focused on a few goals.

First, the United States and other
countries at the negotiating table should use the FTAA
to conprehensively renove trade barriers. You may be
thinking, "Well, of course, free trade agreenents
should renove trade barriers.” But, in fact, free
trade agreenents often | eave significant barriers in
pl ace.

For exanple, as sweeping as the NAFTA
appeared to be when it was signed, its trade benefits
are subject to highly conplex conditions, and many
trade barriers were either dealt with superficially or
kept off the table altogether.

Wen any party negotiating a trade
agreenent insists on protecting one or nore of its
sensitive areas, the other parties will also insist on

retaining an equi val ent | evel of protection for their
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own weak pl ayers.

The aggregate of all these protections is
large in the NAFTA with only three parties invol ved.
If we repeat that in this hem sphere, the free trade
agreenent conpromsing all of the nations, the total
of these carve-outs will be enornous.

Ironically, the very sectors where open
conpetition could produce the greatest consuner
benefits, there remains substantial protection.

W encourage our FTAA negotiators to
depart from the tradition of seeking exenptions for
our inefficient industries that we pay for by giving
others at the table reciprocal exenptions that |ock
out our conpetitive exporters.

| would I'ike to focus ny remarks on three
specific areas: regional val ue content, certification
of eligibility for preference, and protection of
confidential information.

W urge you to keep the rules of the
agreenent sinple, particularly wth regard to trade
and goods. Free trade cannot be achieved in a

regi onal agreenent by sinply elimnating the tariffs.
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Tariff elimnation in a regional agreenent is always
condi tional .

If the <cost of conplying with the
condi ti on approaches or exceeds the cost of the duty
wai ved, nothing is acconplished. Let nereiterate the
point that we nmade in our witten statenents.
Governnment should seek tolimt to the extent passabl e
the use of regional value content as a criterion for
preferential treatnent.

I n general, value content rul es under the
NAFTA have been extrenely onerous for traders. The
FTAA is unlikely to reach its full potential for
success if sim|ar cunbersone val ue content rules are
adopted in FTAA

Therefore, AAElI urges USTRto work toward
an agreenent based on nore straightforward tariff ship
rul es. A hem spheric trade agreenent often
potentially enornmous econom c and political benefits,
but only if the governnment involved can see nore of it
as | ess than tax | oophol es.

Revenue authorities have an unfortunate

tendency to see thenselves as losers in free trade
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agreenents. They typically react by making it
unnecessarily difficult and even perilous for traders
to claima tax exenption.

The tendency already is appearing in the
FTAA. Qur own governnent representatives shoul d not
give it encouragenent. One of the nost useful
innovation in the NAFTA is that it places prinmary
responsibility for certifyingeligibility onthe goods
on the producers and the exporters.

This tacitly acknowl edges the futility of
pl acing that responsibility on the inporter. Because
t he NAFTA i nporter may responsi bly, but not reckl essly
rely on a certificate executed by a responsible party
in another NAFTA country, the inporter's risk is
limted to the paynent of duties. The certificate is
shown to be invalid if that happens.

Barri ng knowl edge of reckl ess i gnorance of
acertificate's flaws, there is no inporter liability
for penalties. That liability is placed where it
bel ongs, on the producer and the exporter who execute
invalid certificates.

Because the risk is limted, inporters in
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NAFTA countries are nore likely to utilize the NAFTA
by seeking suppliers in other NAFTA countries.
Wthout this, the NAFTA' s effect would undoubtedly
have been nore limted.

Unfortunately, we wunderstand that an
effort is already underway to roll back this advance
in the FTAA. To revert to the previous practice of
hol ding an inporter responsible for the validity of
certificates executed by foreign manufacturers coul d
be lethal to the FTAA

| f USTR intends the FTAA to be nore than
merely another notch in its trade agreenent belt, if
it wants the FTAA to have a real effect on trade
patterns within this hem sphere, and if it wants it to
happen in this decade, it nust design the FTAA to
create an environnent in which mllions of people who
don't know each other are willing to do business with
each other and able to do so wthout taking
unr easonabl e ri sk

That environnent cannot exist if i nporters
are subject to penalties for the m stakes of their new

forei gn business partners. The United States and its
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partners in the hem sphere should use the FTAA to
begin to build a zone of confidence in which the high
per cent age of goods in trade can cross borders w t hout
i nspection or special docunentation.

This is desirabl e for a coupl e of reasons.
First, it reduces the tinme and cost involved in the
transacti on between FTAA partners, which nmakes free
trade in FTA efficient and effective.

And, second, as trade grows, the part of
the FTAA in the countries whose borders regulatory
agencies continue to perform their mssion in
conventional ways wll be unable to expand and keep
pace. They will increasingly interfere wth trade and
be |l ess effective at their inportant m ssion.

In our witten statenent, we suggested
several ways in which the FTAA partners can begin to
build a zone of confidence that goes beyond the
conventional framework of trade agreenents. I will
not repeat those recommendations here, but | would
like to nmention one confidence buil ding neasure that
is easy to inplenent and critical to my conpany,

Proctor & Ganble and to all of the nmenbers of the
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AAEI : agreenent on protection of confidential
i nformation.

Once the FTAA is operational, custons
adm nistrations in the FTAA countries will have nore
information than they've had in the past and nore
i nformati on about nore conpanies. W acknow edge t he
need of governnent to have trade information for
revenue collection, health and safety protection,
effective and efficient court operations, and
especi ally border security.

However, businesses need from these
governments in which they entrust this data a
commtnent to insure its confidentiality. There are
very few conpanies that wll risk disclosure of
critical information sinply to obtain the benefits
that the FTAA has to offer.

The FTAA gover nnent shoul d acknow edge and
respect business' concerns that this information
shoul d not be publicly shared. The FTAA represents a
huge econom c opportunity for the United States. W
should focus on the gain mainly because the U S

market is already largely open to trade from other
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FTAA mar ket s.

Specifically, by the tine the negotiators
begin in earnest in this session, 28 of our 33 FTAA
trading partners will already have duty free access to
the U S. trade market, while the U S. will only have
duty free access to three. W are delighted to see
we're noving toward an FTAA It has been I|ong
awal t ed.

W are pleased that we're taking the
initiative pronptly, shortly after receiving
negotiating authority. We hope that you and your
counterparts in the governnment will use the FTAA to
create an FTAA which is not bound by trade hostile
counterparts of the past, but opens the world to the
free trade in this hem sphere.

CHAI RPERSON SURO BREDI E:  Thank you very
much, Ms. Stocker.

The first question wll be asked by
Bennett Harman, and then we'll turn to Andrea Malito
for the Conmerce Departnent.

MR. HARVAN:  Thank you.

You addressed the issue of where the
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liability is assigned in the transaction, and in our
experience there have been sone challenges wth
hol di ng exporters responsible in third countries when
you're relying on the jurisdiction of foreign
gover nnent s.

Coul d you speak to the argunent that it
shoul d be possible for inporters to build into their
contracts the Iliability, which we wuld in one
scenari o i npose on inports in the case of invalid --

MS. STOCKER: The exporter is the only
person who has made and taken that good and is
claimngit is of origin of that country. They're the
only ones who have the information of all o their
supplies and can neet the regulations with regard to
the transformation or the content or whatever is
necessary in that.

| f you nmove that good or t hat
responsibility, it has to be with that exporter, and
if a contractual agreenent is nmade between an i nporter
that says the exporter mnust supply that, that is
possi ble. However, we would |ike that docunentation

to be included in the export as it noves through the
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system so that everyone in the whole chain has the
information and that there won't be any question with
regard to reversal and renoval of that benefit one the
inport is finally made in the country of delivery.

M5. MALI TG  Thank you.

| had a question regardi ng your comments
about business confidential information. You said
that you felt it was inportant that governnents
respect the confidentiality. | was curious whether
there were any particular practices that you were
aware of that caused concerns, and al so whether there
were any specific procedures that you m ght have in
m nd that woul d all ay sone of the concerns that you' ve
expr essed.

M5. STOCKER Yes. Sone of the issues
cone in regard to the accunul ati on of the data under
t he harnoni zed tariff codes. |If the data is offered
on a country-by-country basis or industry-by-industry
basis, it 1isn't of concern. It's where this
information is tied specifically to an exporter or an
i nporter's i dentification nunber , where ot her

conpani es, therefore, could | ook at the data and know
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what the marketing plans of a particul ar conpany are.

So as an exanple, with Proctor & Ganbl e,
if we woul d be noving X product or a soap manuf actured
product fromCountry Ato Country B, they are able to
read or our conpetition is able to read that we have
mar ket i ng pl ans for noving special kinds of soap from
Country A to Country B, and then that could be
ci rcunvent ed by anot her conpany.

So what we like to see is an accunul ati on
and not a specific reporting by individual conpany
names and identification nunbers.

Sonme of the exanples currently are in the
PEERS data that exists and that you have to
specifically request to not have your data be reported
in the PEERS, if you're famliar with the PEERS
system And it takes a lot to get your nane and
informati on out of PEERS, especially when you're a
conpany |li ke us that are 27, 28 different EIN nunbers.

CHAI RPERSON SURO- BREDI E:  As there are no
further questions, we thank you, M. Stocker.

M5. STOCKER: You're wel cone.

CHAI RPERSON SURO- BREDI E: W wel cone back
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to USTR our next w tness, Anbassador Myl es Frechette,
President of the Council of the Anericas.

Good nor ni ng. We'll give a mnute for
everybody to collect testinony.

Can those in the back hear the w tnesses
and the response?

PARTI Cl PANTS:  No.

CHAI RPERSON SURO BREDI E:  Coul d those in
t he back nove forward then? Because otherw se -- we
will have anplification this afternoon. | wll also
ask the witnesses pl ease to speak | oudly so you can be
heard even though your back is turned to the public.

Ckay. W will start now then with our
next w tness, Anbassador M/l es Frechette.

AMBASSADOR FRECHETTE: Good norning. |'m
Anmbassador Myl es Frechette, President of Council of
the Aneri cas. It's a pleasure to be here to talk
about the free trade area of the Anericas, the FTAA
that we've been tal king about for so | ong.

This is an undertaking that will lead to
t he econom ¢ enpowernent of 800 mllion people in 34

denocratic countries currently producing sone $13
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trillion in output.

| " mespecially pleased to be here with you
t oday because ten years ago | was on the ot her side of
the m crophone. From 1990 to 1993, | was Assistant
USTR for Latin America, the Caribbean, and Afri ca.

At t hat tine, one of ny key
responsibilities as the Enterprise for the Anericas
initiative, which helped to crystallize sentinent in
the hem sphere for a free trade agreenent that
enbraces the entire region and laid the ground work
for the current effort.

" mvery pleased to be back here at USTR
this time with the Council of the Americas, as this
| ong process noves toward a successful concl usion.

As you know, the Council of the Anericas
i s a busi ness organi zati on dedi cated to pronoti ng open
mar ket s, econom c i ntegration, denocracy and the rule
of law in the Wstern Hem sphere. In a neani ngful
way, the free trade area of the Anericas is the
council's very reason for existence.

As | alluded to earlier, the concept of

hem spheric free trade zone is not a new one. The
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current effort is the cul mnation of decades, perhaps
even centuries of thought, dialogue, and economc
devel opnent .

Since 1965, the Council of the Anmericas
has hel ped to nove that dial ogue forward as a | eadi ng
voi ce for hem spheric business. We have published
reports. We've hosted conferences, led |obbying
canpai gns, and we've brought people together around
t he hem sphere, all in support of hem spheric econom c
i ntegration.

Through nunmerous adm nistrations, the
council has been at the forefront of efforts to bring
this hem sphere together. W were there for the
Canada-U.S. or U S. -Canada free trade agreenent. W
were there for the North Anerican free trade
agr eenment. W were there for the Caribbean Basin
initiative. W were there for the Andean Trade
Preference Act and the now ATPDEA. W were there for
every day of the extensive canpaign that recently
resulted in the reauthorization of trade pronotion
authority, the TPA

Now, as we have been since 1965, we are
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here for the FTAA, which we believe offers trenendous
opportunities for the United States and its nei ghbors
in the Western Hem sphere.

The counci| believes that the benefits of
trade and open nmarkets are apparent and well
docunented. Qur own series of reports on the inpact
of NAFTA have shown overwhel m ngly positive results
for the United States and for individual states.

W have often said, and we strongly
believe that the FTAA holds simlar benefits for the
United States. And so we put our noney where our
mouth is. W broke our budget, and with the generous
support of a nunber of our nenbers, comm ssioned the
study of the projected econom c i npact of a free trade
area of the Anmericas on the United States.

Wrking wth a trade partnership the
counci | produced FTAA Bl ueprint for Prosperity. This
one; |'ve al so brought exanples of earlier product in
support of the NAFTA and then sort of conplenenting
the NAFTA inports in Anerica, the rest of the story.

This Blueprint for Prosperity is a report

that maps the current trends in U S trade with the
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Western Hem sphere, incorporates an update of the
council's heral ded NAFTA Del i vers for America reports,
and projects the inpact of the elimnation of tariffs
and other barriers to trade on the United States.

The economi c proj ections were perforned on
national, state-by-state, and sector-by-sector bases.

First of all, the report shows that trade
with the Western Hem sphere is already inportant to
the U S. econony. Wstern Hem sphere trade accounts
for 44 percent of total U S. exports, nore than with
any other part of the world.

Total trade with the FTAA countries was
$784 billion in 2000, and this trade has been grow ng
about 11 percent a year on average, again, nore than
any other part of the world.

To put this in perspective, FTAA trade
surpasses U S. trade with the European Union or with
the Asian Pacific R mcountries conbi ned, and as our
studies note, quote, the bulk of those exports is
manuf act ur ed goods, particularly high val ue machi nery
and equi pnent . Chem cals and related products and

steel and steel products are also inportant, unquote.
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Services trade has al so been significant.
Again, the United States had greater service for its
FTAA countries than it did to Europe as a whole, or to
Africa and the Mddle East and Asia and the Pacific
conbi ned. | probably don't need to point out that
t hose servi ces exports i nvol ve nei t her punpi ng gas nor
flipping burgers.

Al arge part of Western Hem sphere trade,
of course, is accounted for by our active partners,
and the NAFTA record is a fitting indicator of the
likely benefits of the FTAA. In the first six years
of the NAFTA, U S. trade with Canada and Mexico
i ncreased by 124 percent, to $656 billion conprising
one third of all U S. trade.

Under NAFTA, a nunber of U S. industrial
sectors have experienced export growh to Mexico and
Canada of over 100 percent. As of 2000, for exanple,
the petroleum refining sector has posted a whopping
221 percent gain.

The United States has benefitted from
foreign investnent as well as export growh as a

result of NAFTA. In the first seven years of NAFTA,
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Canadi an i nvestnent in the United States i ncreased by
144 percent to over $126 billion. Mexican investnment
inthe U S., although much smaller, also increased by
20 percent.

And | would be remss if | failed to
mention the salutary effects of inmports on
conpetitiveness, inflation, and standards of livingin
the United States. This is the subject of an earlier
council report, "Inports on Anerica: the Rest of the
Story," which | displayed for you a few nonents ago,
and this was produced i n cooperation wi th the Nati onal
Ret ai | Federation

Even without the benefit of a free trade
area, in 2000 U. S. exports to non- NAFTA FTAA countri es
exceeded U. S. exports to Japan and were four tines
greater than exports to China. Wth the FTAA, the
council study shows that the United States coul d enj oy
further NAFTA-1ike benefits, increasing national
incone by $6.3  billion annually wth ful
i npl enent ati on.

These gains result, in part, from

proj ected export gains in such areas as nonelectric
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machi nery and equi pnment, notor vehicles and parts,
wearing apparel and primary food production.

In a regional breakdown, our study
denonstrates that the FTAA would result in incone
gains for every region of the United States ranging
froml.2 billion each in the northeast and west to 1.7
billion in the mdwest and topped by a 2.2 billion
gain in the south.

These gains are the outgrowh of nore
efficient allocation of resources and | ower prices to
consuners, resulting fromthe elimnation of trade and
i nvestnment barriers.

While our report shows substantial and
across-the-board gains for the United States fromthe
FTAA, we believe that no study can conplete capture
the full gains fromopen trade. Trade is a dynamc
factor in economc growmh that generates hope,
opportunity, and ultimately higher living standards
for the U S. and its nei ghbors.

Hem spheric trade |iberalization through
t he FTAA al so goes hand in hand with a broad array of

heal th, education, |abor, environnental, and other
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initiatives that make up the Sunmt of the Anericas
agenda.

The FTAAis the central econom c conponent
of that agenda, and it can be the driver for a w de
range  of soci al , gover nnent al , and econom c
i nprovenents throughout the Western Hem sphere.

However, trade is not a panacea for the
world' s ills, and the success of the FTAAw || depend
in large part on the success of the broader Summ t of
the Anericas' agenda.

The Counci|l of the Anericas has been there
since 1965. W will be there in the year 2005 and
beyond, working to secure the benefits of the FTAA and
the Summt of the Anericas' agenda for the United
States and all its denocratic neighbors and partners
in the hem sphere.

Thank you very much for giving nme this
opportunity to share the council's views. I | ook
forward to working with you to make the FTAA a
reality.

CHAI RPERSON SURO BREDI E:  Thank you very

much, Anbassador Frechette.
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| will ask the first question, and then |
wWill turn to Dan Leahy of the ITC

| wonder if you couldtell usalittle bit
-- and we'll look forward to the docunent as part of
the record -- about the nethodol ogy of your study, how
you went about sort of putting it together and where
t he sources are from

AMBASSADOR FRECHETTE: This was done
before | arrived at the council. Can one of you tel
me nore?

AMBASSADOR PRI CE:  Sure. The net hodol ogy
was basically we checked the statistics froma whole
wi de variety, had an econom c nodel. The report
itself gives a very detailed explanation of the
met hodol ogy we went through. We hired people that
really are very respected.

CHAI RPERSON SURO- BREDIE:  We'll submt a
copy of it for the record then.

Thank you.

MR. LEAHY: Anbassador, a pleasure to see
you.

AVMBASSADOR FRECHETTE: Good to see you.

NEAL R. GROSS
COURT REPORTERS AND TRANSCRIBERS
1323 RHODE ISLAND AVE., N.W.
(202) 234-4433 WASHINGTON, D.C. 20005-3701 www.nealrgross.com




10

11

12

13

14

15

16

17

18

19

20

21

22

80

MR. LEAHY: As you know, the | TC al so does
a fair amount of reporting on the inpacts of trade
agreenents. We've done extensive reporting al ready on
the FTAA and no doubt we'll do further reporting in
the future.

Your presentation talked about export
effects primarily in sectors that woul d benefit in the
U S fromthose exports. W often are asked to | ook
at the other side of the equation, the inport effects.
Does your study al so point out sectors where there's
likely to be substantial increases in inports in the
U S mrket?

AMBASSADOR FRECHETTE: We focus primarily
on the export effect on the United States.

MR. LEAHY: Are there sections also that
touch on the other?

AMBASSADOR FRECHETTE: | don't think so.
No, it does not.

MR.  LEAHY: That was essentially ny
gquestion. | was just curious to see what you nay have
come up with on that and howit may match up with the

work the | TC has been doi ng.
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AVMBASSADCOR FRECHETTE: Sure.

MR. LEAHY: Thank you.

CHAI RPERSON  SURO- BREDI E: Any ot her
gquestions?

M5. WHITE: | have a question about the
inport effects, too, because it seens to ne trade is
a two-way street. Sonetinmes goes up and sonething
m ght go down.

AMBASSADOR FRECHETTE: Sure, but you can
under stand that one of the things that we're trying to
do is to get people in every state to focus on the
export effects of the FTAA Hi storically that has
been one of the big struggles, as it was in the NAFTA

| was around when we were talking to the
private sector about the NAFTA, and the export effect
was, of course, one of the key issues of interest |
remenber at the tinme. That was the figure that the
governors of nost states were really focused on, and
as | recall at the tinme, we had consi derabl e support
fromthe governors fromvirtually every state in the
nati on.

M5. BOWN E-VWH TMAN:  May | ask a question?
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CHAI RPERSON SURO BREDI E:  Yes, of course.

M5. BOW E-WH TMAN:  Just as a followup
guestion to the others then, in your -- oh, Barbara
Bow e- Whi tman from the Departnent of State.

As a followup question then, t he
estimates that are done of these regi onal incone gains
for the various regions of the country are based on
estimates that deal with increased exports rather than
sonme of the effects upon i ncone that peopl e m ght have
fromconsum ng at | ower prices.

AMBASSADOR FRECHETTE: Yes, they are based
primarily on that, but we're going to | eave you copi es
of these, and | hope that you will enjoy these.

CHAI RPERSON  SURO- BREDI E: Any nore
gquestions?

(No response.)

CHAI RPERSON SURO- BREDI E: No. I f not,
t hank you very nuch, Anbassador Frechette.

AVMBASSADOR FRECHETTE: Thank vyou. It's
good to see you all. N ce to be here.

There's a ten-page explanation of that.

CHAI RPERSON SURO- BREDI E: G eat . Thank
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you.

AVMBASSADOR FRECHETTE: No, that's okay.
No, no. | was going to actually nake a plea that on
the ATPA and other trade benefits of a unilateral
nature that will be expiring about the tinme that the
FTAA comes in, that there wll be a seanless
conmuni cation between the two so that we don't see
sone retrogression, but it was just an aside.

CHAI RPERSON SURO-BREDIE: W'l | see that
the council helps us with that.

(Laughter.)

CHAI RPERSON SURO BREDI E:  Thank you.

Qur next witness is Peter Mangione -- |
hope I' mpronouncing this correctly -- of the Footwear
Distributors and Retailers of Anerica.

MR. MANG ONE: Good nor ni ng.

CHAlI RPERSON SURO- BREDI E: Good norni ng
Did | pronounce your name correctly?

MR. MANG ONE: | pronounce it Mangione in
Washi ngton, but the rest of the world, it's Mangi one.

CHAI RPERSON  SURO- BREDI E: Vell, we'll

pronounce it the way it's pronounced i n Washi ngton.
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MR. MANG ONE: Right. Thank you.

| amPet er Mangi one, President of Footwear
Distributors and Retailers of Anerica.

FDRA's nenbers account for about three
quarters of all footwear sold at retail in the U S
and for the vast bulk of inported footwear into the
U. S.

W' re pl eased to appear today to urge that
all duties on footwear inported into the US.
manufactured in countries covered by the FTAA be
elimnated entirely on day one of the inplenentation
of that agreenent.

| make this recommendation for several
reasons. First, wth inport penetration in the
f oot wear sector at 97 percent based on 2001 dat a whi ch
becane available this week, our duties on footwear
have lost all relevance and have no commerci al
si gni ficance.

This is so because the price of inported
footwear after application of MFN duties is vastly
cheaper than U. S. produced shoes. | ndeed, the

differential between U. S. manufactured and inported
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shoes ranges, after application of U S. duties, from
between 60 percent I|lower to 40 percent |ower,
dependi ng on cat egory.

This is the nost inportant thing |'ve said
and will say today: that after application of the
duties, inports are 60 to 40 percent |ower priced.

Clearly, U S. producers | ong ago | ost the
price battle with inports, and the price adjustnent
mechani sm tariffs, are thus irrel evant and poi ntl ess.

Second, there is no connection between
continuance of tariffs and U. S. footwear manufacturing
and its |obs. The little remaining U S. shoe
production only survives by differentiating itself on
bases other than price, such as brands, product
positioning, size and wdth strategies, and the |ike.

Indeed, in its nost recent footwear
i nvestigation involving shoe duties under NAFTA, the
| TC concl uded, quote, donestically produced footwear
articles conplete nostly on non-price factors, such as
brand nanes, product quality, and differentiation and
support services, end quote. W agree.

Elimnation of duties will not affect
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t hese strategies.

Third, shoe duties are a huge consuner
tax. In 2001, nore than $1.6 billion was paid to the
Treasury in shoe duties. This amounts to sone 3.2
billion at retail applying normal mark-ups.

Wth only 19,000 U.S. shoe workers in the
| ow shoe duty area, synthetic and |eather footwear,
this cost cones to sone $107,000 per job annually.
The job cost is higher in the high duty area, the
rubber footwear where there are sone 2,600 U. S. shoe
manuf acturing jobs. The cost there is approximtely
$430, 000 per year per job.

Finally, it IS cl ear t hat shoe
manufacturing in FTAA countries is small, with the
exception of Brazil, whose principal product, wonen's
| eat her footwear. About 95 percent of the exports
from Brazil are wonen's |eather footwear, has |ong
vani shed from U. S. production in any neani ngful way.
There basically is no U S. production of wonen's
| eat her footwear.

The ten percent MN duty on |eather

footwear, if zeroed in the FTAA could help Brazilian
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producers remain conpetitive with China' s producers,
whi ch dom nate this sector.

| thank you for your attention.

CHAI RPERSON SURO BREDI E:  Thank you very
much, M. Mangi one.

Bennett Harman from USTR will be asking
guesti ons.

MR. HARMAN:  Are you arguing that tariffs
have zero effect or that they are relatively margi nal
conpared to other factors?

MR MANG ONE: Tariffs only adjust price,
and in the case of footwear, inports are so nuch | ower
priced after application of duties that they are
irrel evant.

Now, if the difference were a few points,
five percent, ten percent, we could argue that the
tariff makes sone difference. But when the difference
is 60 percent, it is so drastically |lower priced that
the tariffs are irrel evant.

And, in fact, if price were the only
criteria, theonly criteriafor determ ning whether to

buy inport or donestic, there would be no U S
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pr oducti on.

The fact of the matter is there are other
consi derati ons, brand bei ng nost i nportant. A conpany
that has its own brand that can control distribution
channel s, marketing, has an opportunity to do what
they want. They can produce here; they can produce
abr oad. It becones a question of return on
i nvest nment .

But our position is crystal clear.
Tariffs don't matter in terns of conpetition. The
tariffs are too low. They're too low. They're just
not high even. Even the very high tariffs are not
hi gh enough. Even in the very high tariff area
inports can still enter the country 40 percent | ower
after application of the tariffs.

MR. HARVMAN. Also, let nme ask you --

M5. WHHTE: Can | follow up on that?

MR. HARVAN.  Ckay.

M5. WHITE: |'m Betsy Wite

So if tariffs don't matter, then what is
your concern? Wy should they be | ower?

MR,  MANG ONE: Have you | ooked at the
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tariff schedule on footwear? Have you ever seen it?

M5. WHI TE: Yes, | have.

MR MANG ONE: It is the nost conplicated
tariff schedule there is. It is a nightmare. \%%
office is filled with thousands of rulings.

W want to elimnate all of the M ckey
Mouse activity inthis sector. It inhibits design and
mar ket i ng. Every shoe inported in the United States
is done to the tariff, not because of the duty
necessarily, but because to neet the requirenments of
the tariff.

The tariff was witten over 75 years ago
in an entirely different environnent where subtle
distinctions had dramatic effect on duty. The
subtlest distinction, | could bring before you two
shoes you could not tell the difference. They have no
commercial difference whatsoever. The duty on one
shoe woul d be 67 percent, and on the other it woul d be
Si X percent.

We don't need these conplications in the
tariff. We want to elimnate this horrible nightmare

of a tariff.
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We al so would |i ke to of fer these products
to the consuner at the best price. W sell alot nore
product when we can price to the market and not have
to deal with governnent's intervention. And that's
why we want to get rid of the tariffs, and they are a
huge consuner cost.

In fact, | think they represent sonething
on the magnitude of ten percent of all tariffs in a
sector which has 97 percent inportant penetration. In
2001, they had 97 percent. This year it will probably
be 98 percent.

|"m sorry. Did that respond to your
gquestion?

CHAI RPERSON SURO- BREDI E: | just wanted to
ask a foll owup question to that --

MR MANG ONE: Yes, nma'am

CHAI RPERSON SURO- BREDI E: - - question, M.
Mangi one. |If you had brought these two shoes in that
are totally identical, what does the tariff schedule
say about those shoes? What is the differentiation.

MR MANG ONE: You're going to be sorry

you asked this question, but I'll try to answer.
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CHAI RPERSON SURO- BREDI E: | ' mnever sorry.

MR MANG ONE: | will try to answer it.

It deals with a subject called foxing and
foxing-like band, and this is a -- foxing is a term
wel | understood in the shoe business. It is a strip
of material which connects the sole and the upper. It
can be on a leather shoe. It can be on a synthetic
shoe. It can be on a rubber shoe.

| f you think to the Converse Al Star --
|"msorry | didn't bring any sanples this norning --
but if you think of the Converse Al Star, it's that
strip of rubber that goes around the base. That's a
f oxi ng.

W all know what it is. It's a well
defined footwear term W can all identify a foxing.
But inits infinite wisdomin 1964, when the Ways and
Means Conmmttee wote the present tariff, they
inserted a phrase "foxing-like band." This is a band
that's not a foxing, but it's |ike a foxing.

And this has created untold and endl ess
amounts of dispute, litigation, rulings on what it

constitutes. What it has basically come down to is
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the slightest overlap, the slightest overlap on an
outsole for synthetic and rubber footwear can
constitute a foxing, and this can change the duty from
67 or fromsix percent to 67 percent.

It's this feature, this foxing-Ilike band,
which is not a shoe term it has nothing to do with
the shoe industry. It was created by the Ways and
Means Comm ttee, which frankly, | don't know what they
wer e t hi nki ng about, but it was so | ong ago, but this
is the criteria.

And government has grappled with this
concept for these last 35 years, and it has created a
nightmare, and it has also inhibited design. A noon
boot, for exanple, which was a wonderful product, had
a high sheen, and | renenber. W don't sell them
anynore because the Custons Service decided that was
a foxing-1ike band.

So the duty i s not six percent on a nornma
synthetic boot. It's 67 or inthis case 37 and a hal f
percent. W don't sell them anynore.

This is why we want to get rid of these

crazy rules and this crazy tariff. |[If it doesn't have
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comercial significance -- this is what tariffs were
designed for, to equalize conpetition. If they no
| onger have this capacity, chuck them because the
consuner is paying three and a half billion dollars a
year for this privilege.

Yes, nma'am

CHAI RPERSON SURO- BREDI E:  Sorry. Just to
fol |l ow up.

MR. MANG ONE:  Sure.

CHAlI RPERSON SURO- BREDI E: Then are you
saying that the effect of this in the case of your
noon boot, that the effect of the tariff did have an
effect on production?

MR. MANG ONE: W just no | onger nmake noon
boots. W nmake all kinds of rubber boots. W just
don't put it wth that shaft.

It was nostly, | think, because of science
fiction novies, and | nmean, there was sone interest in
this kind of |ook. Mdst shoes are designed for the
| ook, not the functionality. | nean, there are sone
that are designed for functionality, but nost are

desi gned for, you know, the enotional appeal that they
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elicit. | nean, it's the reason wonen buy tw ce as
many shoes as nen. | nean, there's an enptiona
content to footwear. |It's a fashion item

We're not in the replacenent business.
We're selling sonething on a nagni tude of al nost five
and a half pair per year per person. Certainly we
don't need five and a half pair per year to, quote,
cover our feet. It deals wth other things.

So we still sell lots of rubber boots, but
they're just not noon boots. W had to take the shaft
out .

CHAI RPERSON SURO BREDI E:  Thank you.

MR LEAHY: I have one question. ' ve
dealt enough wth the entire schedule to not ask you
questions about the tire schedule. So what | will ask
we had testinony earlier this norning about the
donmestic manufacturer making a decision to produce
here in the Unites States.

MR MANG ONE:  Yes.

MR. LEAHY: Based on your testinony, it
would be your view that that decision would be

conpletely free of any tariff inplications. Oherw se
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if thetariff was zero or 60 percent, it wouldn't make
any difference?

That's what |'mtrying to get a feel for
How does it factor?

MR,  MANG ONE: Wat's the difference
bet ween t hat producer and the 150 ot hers who cl osed up
| ong ago? VWhat's the difference? What's the
difference? | nmean is this price is different?

My answer woul d be no because why didn't
he close up ten years ago, five years ago when 150
ot hers cl osed up?

The answer is, and I'"'mnot that famliar
with this particular conpany that was nentioned
earlier, but clearly they have survived on sone basis
other than price, but you know, it's a question of
return on investnent. Mybe they could continue to
survive in this node, but they' ve deci ded t hey want to
take their investnment and nake a better return onit.

| renmenber vividly before you conmm ssion
about 20 years ago the President of Converse, who at
that tinme was making all of his shoes in Lunberton,

North Carolina, was asked by the chairman of the
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comm ssion, "Well, wouldn't your conpany nmake a | ot
nore noney if you just nmade themin Korea and i nported
t henf"

And after he got red in the face, and he
had to answer, "OF course we would."

Vell, this is a decision conpanies haveto
make for thenselves, how they want to deploy their
assets and what kind of return they want. Maybe you
could seek it out here with the right product
positioning. Maybe you can do better in Mexico. Good
luck. | don't know.

But these are deci sions conpani es have to

make on their own, and our position is they nmake these

decisions with or without the tariffs. It's not the
tariffs that drive these decisions. That's our
posi tion.

CHAI RPERSON SURO BREDI E:  Thank you, M.
Mangi one.

MR. MANG ONE: Ckay. M pleasure. Thank
you.

CHAI RPERSON SUROC- BREDI E:  Qur next wit ness

is Brook Baker of the Health GAP.
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MR. BAKER: Good nor ni ng.

CHAI RPERSON SURO BREDI E:  Thank you.

MR. BAKER For the record, ny nane is
Br ook Baker. I'"'m a |law professor at Northeastern
University in Boston, Massachusetts. I'"'m also a
menber of Health GAP, which stands for Health d obal
Access Project.

It's an activist group that seeks
af f ordabl e nmedi ci nes for people living with H V/ Al DS
gl obal | y. At present over 40 mllion people are
l[iving with HYV, over 28 mllion in Africa. The
second highest rate of incidence in the world is in
the Caribbean, and we're here to testify today
primarily about the intellectual property provisions
of the proposed FTAA and to request, indeed, demand
that the negotiating position of the U S. change with
regard to intellectual property protections, given
significant advances in international understanding
about the risks that the current intellectual property
regime or an expanded regi me would have to access to
medi ci nes wor | dw de.

Al though the controls of the FTA seem
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limted to the Western Hem sphere, there are features
of the current negotiating position of the United
States which would reduce access to nedicines
wor | dwi de. I'd like to bring these matters to your
attention so that the negotiating position of the U S
wi |l change in inportant ways.

As I'm sure all of you are aware, the
current gold standard for intellectual property rights
worldwide is reflected in the TRIPS agreenent, Trade
Rel ated Aspects of Intellectual Property R ghts, one
of the foundational agreenents entered i nto, becom ng
effective in 1995. It canme into existence at the sane
time as the WO itself.

That agreenent was the result of carefully
calibrated concessi ons, negoti ati on posi tions,
conpromses to try to have a balanced intellectua
property regi ne, which  woul d have I nport ant
protections both for manufacturers and for industries
that deal in intellectual property, but also for
countries that need access to patented nedicines for
ot her purposes, particularly in our mnd in response

to public health crises.
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Thi s past Novenber, Novenber 2001, there
was a further negotiation at the WOtryingtoclarify
the interrel ati onshi p between the TRI PS agreenent and
public health. An inportant clarification was that
all of the countries, menber countries, at that tine
agreed that public health was primary. In fact, in
Paragraph 4 of the agreenent is, "W agree that the
TRIPS agreenment does not and should not prevent
menbers from taking neasures to protect public
heal th."

Further, it says, "W affirm that the
agreenent can and should be interpreted and
inpl emented in a manner supportive of WO nenbers
rights to protect public health and, in particular, to
pronote access to nedicines for all*."

to issue conpulsory licenses ** deened
right by that sovereign nation

In addition, the right of countries to
conpari son shop after a nedicine had been placed in
the stream of commerce by a patent holder or its
affiliate, again, the country could conparison shop

and parallel inport if necessary.
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The U.S. * it gave its word. It gave its
word further that it would continue to negotiate this
year with respect to the plight of smaller and poorer
countries, particularly those that | ack the i ndustri al
capacity to produce at neani ngful econom es of scale
l'ife saving nedicines and would permt themto find a
source of manufacturer outside their own boundari es.

I n ot her words, the TRI PS provi sions woul d
be read so that a country could produce export life
saving nmedicines to a country that | acked capacity to
produce those nedicines on its own.

The FTAA provisions on intellectua
property were substantially drafted well in advance of
the TRIPS clarification at Doha and reflect all goals
of the U S. with respect to intellectual property in
[ ight of public health.

| f those goals continue to be pursued,
then it is breaking its promse. |It's breaking its
prom se to countries in Central and South Anmerica, and
particularly the Cari bbean, which has, as | said, the
second hi ghest rate of HHVin the world, and it breaks

its promse to Africa where there are 28 to 30 mllion

NEAL R. GROSS
COURT REPORTERS AND TRANSCRIBERS
1323 RHODE ISLAND AVE., N.W.
(202) 234-4433 WASHINGTON, D.C. 20005-3701 www.nealrgross.com




10

11

12

13

14

15

16

17

18

19

20

21

22

101

people living with HV, where two and a half mllion
people will die this year.

The nost obvious way in which the
agreenent breaks that promse is a provision in draft
text which says that it would be unlawful for any
country in the agreenment to produce nedicines for

export to any other country wunder a conpulsory

|i cense. That is, if Brazil were to issue a
conpul sory license on grounds that were deened
perm ssible, it could not produce one pill for export

to another country under the current draft text.

In addition, the current text of the
agreenent seeks to exclude conpulsory |icenses for
anything except noncommercial governnental use,
nati onal energencies, or to renedy anti-conpetitive
practices.

These are perfectly validterns upon which
conpul sory |icenses m ght be granted, but the prom se
of Doha was that conpul sory |icenses could be granted
on any terns deened by the sovereign to be sufficient
and particularly that they were appropriate in the

context of public health.
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So in essence, through a subsequent and
per haps back door negotiation wth the FTAA the
United States would be undoing the prom ses that it
entered at Doha.

There are other provisions in the draft
text which are problematic with respect to access to
medi ci nes at affordabl e prices for people |living under
a threat of death from H V/ Al DS. It seeks to and
gives countries permssion to extend patent terns
beyond 20 years, again, rising prices.

It seeks to link the registration of
medi cines with the nmedicine's patent status, and it
seeks to prevent the use of drug registration data on
commercial confidentiality ternms for five years,
therefore preventing the use of registration data in
clinical studies, for exanple, to prevent the
registration of nedicine even if that nedicine is
bei ng produced under conpul sory |icense.

I n essence, if the governnent found itself
in an energency, it would still not necessarily have
access to conparing its current product against the

preexi sting product and satisfying the registration
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authority.

We hope that the continued draft text is
merely an oversight on the part of the negotiators,
that is, that having made solemm prom ses at Doha
that they've not gone back to the text in the FTAA
reviewed it under the new standards that insure access
to medi ci nes, and i nsured countries' rights to protect
public health, and that there's sinply sone work to be
done by negotiators to change that text.

|'"d like to enphasi ze that there are ot her
entities, the WIO and WHO, in particular, that have
stated on a recent report that they interpret the Doha
agreenent to nean that countries should relinquish
their rights to try to inpose higher intellectua
property standards on other countries, particularly
countries that are attenpting to address legitimte
public health needs.

Health GAP is here today to assert that it
woul d be unconsci onable for the U S. to go back on the
prom ses nmade at Doha; that it should no | onger seek
maxi mum prot ecti on of intellectual property right for

phar maceuti cal conpanies; that Ilives hang in the
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bal ance; that prom ses have been nade; and that those
prom ses shoul d be kept.

Thank you very nuch.

CHAI RPERSON SURO BREDI E:  Thank you very
much, Professor Baker.

We'll turnto Kira Alvarez of USTR for our
first questions.

M5. ALVAREZ: Thank you, Professor. Thank
you for your comments. They were very interesting,
and we appreciate all of the input that we get on
t hese i ssues.

| want to ask a question concerning the
issues with respect to patent term extension and
I i nkage and data protection.

MR BAKER: Yes.

M5. ALVAREZ: And particul arly ny question
i's how does your proposal sort of square with current
US lawin this field.

MR. BAKER: Well, our position squares
with US lawin this field in this sense. The U S
can continue to have extra I P protections if it wants

to, as can Europe, as wll nost of the rich markets of
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t he worl d.

Presumably rich markets will continue to
protect IP and the profits of funds of conpanies w !l
be mai nt ai ned. In poorer countries, in devel oping
countries, in Central and South America and in the
rest of the world, but in this case in the Wstern
Hem sphere, they woul d have sone freedomto only adopt

TRIPS conpliance standards, and those standards at

present do not require |inkage between data
registration and -- excuse ne -- between patent and
license -- excuse ne -- drug registration. They do

not necessarily require patent extensions. They do
not necessarily require a five year protection of
clinical trial data.

So the countries could sinply go to the
WO standard rather than the TRIPS plus standard.

CHAI RPERSON SURO- BREDI E:  Questions?

MR. BAKER. W have a revised statenent
l"d like to | eave.

CHAI RPERSON SURO BREDI E:  Thank you

MR. BAKER: Thank you.

CHAI RPERSON SURO- BREDI E: Thank you very
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nmuch.

Qur next witness is John Meakem WManager,
I nternational Trade, National El ectrical Manufacturers
Associ ati on.

MR. MEAKEM  Good norni ng.

CHAI RPERSON SURO- BREDI E: Good norni ng,
M. Meakem

MR. MEAKEM | guess |I'mone renoved from
standi ng between you and lunch. So --

CHAI RPERSON SURO- BREDI E: Pl ease don't | et
that stop you fromtestifying.

MR. MEAKEM Very good.

Thank you for this opportunity to provide
the followng brief comments on the elimnation of
tariff and non-tariff barriers to trading goods and
services through the free trade area of the Anericas
agreenent or negotiations.

NEMA, t he Nat i onal El ectri cal
Manuf acturers Association, is the largest trade
association representing the interests of U S
el ectric industry manufacturers. Qur nore than 400

menber conpanies manufacture products used in the
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generation, transm ssion, distribution, control, and
use of electricity.

NEMA nenbers, the majority of whom are
small to medium sized enterprises, very nmuch want to
increase their international sales. Many already do
significant anmounts of business in Europe and Canada,
and they see Latin Anerica's markets as a significant
area for grow h.

To help them expand in this direction,
NEMA is currently benefitting from a market
devel opnent cooperator programw th the Departnent of
Comrerce in support of our offices in Sao Palo and
Mexico City.

NEMA strongly supports establishnment of a
free trade area of the Anericas. W have actively
participated in previous Aneri cas Busi ness Foruns, and
we very nmuch want to see the FTA or an FTA achieve
NEMA priorities, such as tariff elimnation.

One of our fundanental goals is the
worldwide elimnation of tariffs on electrical,
el ectronic, and nedical imaging equipnent in our

product scope. We support achievenent of this
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obj ective through, in addition to the FTAA, WIQ zero
tariff elimnation, regional agreenents, indeed, such
as the FTAA, and bilateral free trade agreenents,
including the U S.-Chile agreenent.

We've seen in the case of tariffs that a
nmost prom nent exanpl e i s Mexi co where si nce NAFTA our
exports to Mexi co have booned, and we woul d very nuch
wel come the chance to repeat that throughout the
Aneri cas.

And in FTAA we would also like to see
endor senment of openness and transparency i n gover nnment
procurenent, endorsenent that there should be no

governnmental nutual recognition agreenents for non-

federally regulated products. Wwd like to see
endorsenent of energy services, liberalization
protection of intell ectual property rights,

endorsenment of WO technical barriers to trade
provi si ons.

W wuld |ike to see an inclusive
definition of international standards, endorsenent of
voluntary market driven standards, as well as

vol untary mar ket driven conform ng assessnent, and as
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many ot her market openi ng neasures as possi bl e.

We hope that there will, of course, be
effective nonitoring and enforcenent nechani sns, and
we hope that the legitimate free trade benefits of the
FTAA woul d not be encunbered by, woul d not be bl ocked
or hindered by -- we would like to see as few | abor
and envi ronnment al provi si ons as possi bl e that woul d be
serving to block or hinder legitimate free trade.

Thank you.

CHAI RPERSON SURO BREDI E:  Thank you very
nmuch.

Bennett Harman wi || ask questions for the
panel .

MR. HARMAN:  Coul d you el aborate a little
bit onthe areas in the field of technical barriers to
trade where you think it m ght be useful for the FTAA
to buildon, clarify, go beyond what already exists in
the WIO TBT agr eenent ?

MR. MEAKEM Well, in many ways, Bennett,
| think in a sense it's a little bit of a defensive
action. We're hoping that FTA negotiations wll

result in anything that wll tanper with what's
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al ready on the books, and through our offices in Sao
Pal o and Mexico City, we are worki ng to make sure that
the practice lives up to the principles.

And we are hoping that the eventual FTAA
wll fall in line and endorse what's already on the
books.

In terns of should there be any further
advances on the WIO TBT, that's sonething which in a
sense is a valid topic, but in many ways |'m | ooking
to make sure that what's bei ng negoti ated now doesn't
play around with what's already out there, and in
terms of the draft that was nmade public | ast year with
all of the many proposals, we | ook forward to worKki ng
with you to week through them all and make sure
there's nothing there that really tanpers with what's
al ready out on the books.

MR.  HARMAN: By way of followup, do |
interpret that sonme effort m ght be directed towards
maki ng sure that there is effective inplenentation in
t he regi on of the WIO TBT agreenent, that there's nore
work to be done in that at a m ni nun?

VMR,  MEAKEM | think that's sonething
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we'l |l always be pursuing around the worl d.

MR SMTH |I'mRussell Smth. I'mwth
USTR.

Unfortunately our governnent procurenent
negotiators are down negotiating or perhaps it's
fortunate that they're actually working on the
negoti ation of this agreenent, but one question that
cane to their mnd was that your testinony on
gover nment procurenent issues reflects an enphasis on
t ransparency.

Is it NEMA's view that focusing on
transparency is preferable to focusing on the
establishment of a rul es based system | ooking at the
mar ket access conponents as wel | ?

| nmean is it just transparency that we
need or do we need nore in the governnment procurenent
area?

MR. MEAKEM Well, | apologize if the way
we wor ded t hings di m ni shed the val ue that we pl ace on
having a rul es based system Cearly the two go hand
i n hand.

CHAI RPERSON SURO- BREDI E: Thank you very
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much, M. Meakem

MR. MEAKEM | have a revised version

CHAI RPERSON SURO BREDI E:  Thank you very
much.

MR. MEAKEM  Thank you.

CHAI RPERSON SURO- BRED E: We have been
told that Jean Hool oran, who was to testify, will not
be testifying and, therefore, this hearing 1is
adj ourned until 1:45 in the sane room

Thank you.

(Wher eupon, at 2: 07 p.m, the hearing was
recessed for lunch, to reconvene at 1:45 p.m, the

sane day.)
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AAF-T-EERNOON S-ESSI-ON
(1:50 p.m)

CHAI RPERSON SURO- BREDI E: This hearing
will conme to order

The first wtness is Ellen Shaffer,
Director of the Center for Policy Analysis on Trade
and Heal th.

Dr. Shaffer.

DR. SHAFFER: Thank you for the m crophone
and thank you for pure tap, unbottled water at the
table. | appreciate that.

And | will have sone updated comrents or
at | east corrected coments.

Thank you for the opportunity to speak
with you today. I'm with the Center for Policy
Anal ysis on Trade and Health. We're a nonprofit
organi zati on dedi cated to i nprovi ng popul ati on health
and expandi ng access to public health and vital human
services through research, policy analysis, and
advocacy.

We'd |i ke to present a nunber of concerns

with a draft agreenent fromthe perspective of public
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health. 1'd like to make a few summary comments and
then tal k about sone of the justifications that are
of fered for expanding privatization and deregul ati on
of health services and water, in particular, and of
course, |I'd love to hear your comments.

Defining vital human services, such as
health care in water is tradable comopdities, 1is
relatively new and in conflict wth an array of
i nternational accords that construe access to health
care and water a basic public health and rights
issues, as well as being essential to sustainable
econom ¢ devel opnent .

The draft FTA agreenent would facilitate
further privatization and deregul ation of vital human
services, including health care and water. It
proposes new powers for trade tribunals to override
public health protections if they conflict with the
interests of private corporations and thereby
underm nes the ability of public bodies to safeguard
popul ati on health.

These provisions approach a range of

public protections as barriers to trade, which
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therefore warrant elimnation. Froma public health
perspective, the evidence suggests that the reverse
may be the case, that further privatization and
deregul ation presents a barrier to population health
and requires greater scrutiny.

We, therefore, recomend the effects. The
ef fects, of course, vary greatly between countries and
wi thin countries, given the vast disparities of wealth
anong and between nations. Just |ooking at the infant
nortality rates in the US., which are seven per
1,000, and then in nmetropolitan Peru, which are in the
range of 17 per 1,000, and then in rural Peru which
are 84 per 1,000 live births.

Clearly, there are trenendous disparities
t hat need to be taken account of and renedi ed.

Qur recommendation is to exclude vital
human services, such as water and health care, from
the FTA negoti ati ons.

A coupl e of additional points. There are
clearly many pressing international health issues
facing the world, and national and international

bodies are only beginning to figure out how to
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coordinate and grapple with effective nethods for
dealing with these critical health care threats.

The National Acadeny of Sciences and
ot hers have enunerated what sone of these are. I
heard this norning there is an outbreak of nalaria in
t he Washi ngton, D.C. area, certainly an issue that's
endemic in nmuch of the developing world, as is
cholera, both preventable by <clean water and
sani tation net hods.

Tuberculosis and AIDS, energing drug
resi stant di seases, and of course, biohazards.

W don't yet have a comon internationa
| anguage to neasure and di scuss health status, health
care systens, trade in health services, or the effects
of these on econom c and personal well-being. It's
not clear how the FTA or related WO panels wll
define inportant terns related to public health, such
as necessary, burdensone, and servi ces.

I n this cont ext, I Nposi ng trade
disciplines in the area of vital human services, such
as health care and water, is msqguided and likely to

deter real sol utions.
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Sone of the justifications that are
of fered for extending privatization and deregul ati on
and i nmposi ng trade di sciplines include the issue that
trade i nproves econom ¢ weal th and, therefore, health.

Certainly economc growh and wealth are
i npor tant under pi nni ngs of popul ati on heal th and wel | -
bei ng. Under the currently rules, however, globa
trade has not inproved economc growh or increased
weal th for nost people in Latin Anerica.

Secondly, protecting population health
requi res adequate funding for public health systens
and uni versal coverage for individual nedical care.
Deregul ation and privatization of health care have
weakened public systens and accountability.

Agai n, there are new prevent abl e and f at al
i1l nesses, such as D nghy, henorrhagic fever, which
are energing in the Anericas, which require carefu
attention, not necessarily addressed by trade
di sci pli nes.

|"mjust going to go through three other
di scussi ons. One is the trade and health care

presents economc opportunities for devel oping
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countries. In fact, the net inpact of globalization
on popul ation health will depend not necessarily just
on econom c activity, but the ability of each country
to manage trade, includingits regul atory environment.

And t hi s poi nt was enphasi zed on t he j oi nt
WHO- WO report that cane out after you August 28th
first deadline, but that really enphasized the
i nportance of stable regulatory environnents in order
for population health to benefit from economc
activity.

And in the case both of niche nmarkets and
m gration of health care personnel, that point is well
made.

Anot her argunment is that private health
i nsurance can reduce public expenditures for health,
maki ng health care systens nore efficient. Agai n,
w thout going into detail, which you'll find in ny
testinony, there's been pretty extensive experience
with private insurance in Latin Anmerica, and the
result has been increases in user fees and further
grow hs in inequality and access to health care and a

di m nution of health status.
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Finally, there's the discussion that
privatization of water can expand access to water in
devel opi ng countries and control costs in devel oping
countries, such as the U.S. Milti-disciplinary fact-
finding mssions and in-depth case studies have
concl uded that privatization and deregul ati on of wat er
generally result in harm to population health,
i ncrease costs, and decrease access to water and
increase water related diseases, again, such as
chol era and di arrheal diseases.

Privatization does not resolve crises
associated with access to water.

In conclusion, we'dliketojust reiterate
two things: first of all, that we believe vital human
services such as health care and water should be
excluded fromthese negotiations. Certainly there's
room for international cooperation, including health
services and health professional organizations, in
resolving these inportant i ssues about trade
di sci plines. | nposing trade disciplines on a tine
line of FTAA doesn't seemto be the way to proceed.

And | guess, secondly, we just want to ask
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that since testinony is now being submtted
electronically, that the Joint Staff and the USTR
woul d consi der maki ng testinmony publicly avail abl e on
t he Net.

Thank you.

CHAI RPERSON SURO- BREDI E: W' re trying.

DR. SHAFFER: Good. Thank you.

CHAI RPERSON SURO BREDI E:  Thank you very
much for your testinony, Dr. Shaffer.

Ki nberly C aman, USTR, would |like to ask
a question, and then other nenbers of our panel,
including, | think, Barbara -- that's right. That's
the place to be.

DR. SHAFFER: And you're wth USTR as
wel | ?

M5. MLEQOD: No, the Environnenta
Prot ection Agency.

DR. SHAFFER: Thank you.

M5. CLAMAN:  Thank you.

You raised the concern that the FTA could
result in deregul ation of services. However, the text

does not so provide, and in fact, anticipates that
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governments will need to regul ate nmany services.

| was wondering if you could just clarify.

DR, SHAFFER: Sure. well, it's, of
course, not very well stated in Chapter 7. There are
other chapters of the agreenent that would tend to
| ead towards regulation. The ability of trade
tribunals to question whether a regulation is
necessary, whether it's as burdensone, whether it's
nor e bur densone t han necessary, taking those deci sions
out of the hands of public health authorities and
all owi ng private corporations or corporations through
their governnents the ability to chall enge the use of
beef hornones, the use of MIBEs.

The experience that we' ve had bot h t hrough
NAFTA and t hrough ot her trade agreenents suggest that
there can be direct nonetary effects that can be
| evel ed agai nst governnents, corporations for enacting

and enforcing public health regul ations. But there

can also be a chilling effect.
So | think that's the connection with
deregul ation, and certainly -- well, you asked that

guestion about privatization. So sure.
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CHAlI RPERSON SURO- BREDI E:  Bar bar a.

M5. MLEQOD: Thank you for vyour
testi nony.

So people would say that instead of
excluding water services fromthe trade agreenent, a
better way resol ve the problemis to focus on capacity
buil ding for regulatory systens that would all ow the
countries to address in a direct way the concerns of
access to water and price.

How do you respond to that?

DR. SHAFFER: Absol utely

M5. M LEOD: I nstead of excluding water
servi ces.

DR. SHAFFER: Well, | guess the question,
you know, and maybe you can hel p ne understand your
perspective on that, but certainly I guess it's not
clear to nme how including water in the FTAA
contributes to capacity buil ding.

Certainly | think that capacity building
and inproving the regulatory environnent, as well as
direct funding for water projects, as well as debt

cancel lation for countries that need to pursue these
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obj ectives, are very inportant.

It so far as not been clear how these
ki nds of trade disciplines, whether through structural
adj ustnent prograns or through trade agreenents
contribute to capacity building, but certainly it's a
di scussi on to have.

"' m happy to be informed and educat ed.

M5. McLEQOD: Thank you.

MR, LEAHY: Well, Dr. Shaffer, thank you
for your testinony.

| just had a request actually. You
mentioned in your testinrony a Wrld Health
Organi zation study that had been done after the
deadline and al so sone studies on privatizing water
servi ces. Could you submt sone of those for the
record or have you already done that?

DR. SHAFFER | have not, and | woul d be
pl eased to. Absolutely. | thought I included the Wb
site here. | see |l haven't, but, sure, I'd be glad to
do that.

MR. LEAHY: Thanks.

DR SHAFFER:  Sure.
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CHAI RPERSON  SURO- BREDI E: |"m sorry.
Coul d you do that for us electronically?

DR SHAFFER: Yes. You'll let me know
wher e.

CHAI RPERSON SURO- BREDI E: Ri ght . It
shoul d be sent to gblue@ustr. gov.

DR. SHAFFER: |'min touch with Ms. Bl ue,
and |'d be happy to.

CHAI RPERSON SURO BREDI E:  Thank you.

DR. SHAFFER  Yeah, sure.

CHAI RPERSON SURO-BREDI E: W'l send it to
t he nenbers of the panel and the negoti ators.

DR. SHAFFER:  (Good.

CHAI RPERSON SURO-BREDI E:  If there are no
further questions, thank you very nuch.

Qur next witness is M. Steve Beckman
from the United Aut onoti ve, Aer ospace, and
Agricul tural Inplenment Wrkers of Anerica.

M . Beckman, before you testify, | think

if the panel could identify thenselves it will help
the transcriber. |1'msorry. W should have done this
to start.
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Shall we start wth you, Barbara?

M5. McLEOD: Sure. Barbara MlLeod with
t he Environnmental Protection Agency.

MR. CLATANOFF: Bud O atanoff with USTR

M5. HESTER Janie Hester wth the
Departnent of Labor.

M5. MALITO Andrea Malito wth the
Comrer ce Departnent.

M5. BROWN: Karen Browmn with the State
Depart nent .

CHAI RPERSON SURO- BREDI E: Carmen Suro-
Bredi e, USTR
CLAMAN:  Kinberly C aman, USTR
LEAHY: Dan Leahy, USITC.

KARAWA: Orar Karawa, USTR

2 3 3 &

FRI TZ: Jonathan Fritz, USTR

CHAI RPERSON SURO BREDI E:  Thank you very
much.

M. Beckman, the floor is yours.

MR. BECKMAN:  Thank you. Thank you for
the opportunity to appear before the TPSC.

The UAW has provided advice on the FTAA

NEAL R. GROSS
COURT REPORTERS AND TRANSCRIBERS
1323 RHODE ISLAND AVE., N.W.
(202) 234-4433 WASHINGTON, D.C. 20005-3701 www.nealrgross.com




10

11

12

13

14

15

16

17

18

19

20

21

22

126

talks tothe adm nistration directly through submtted
statenents, including this one, and through three
subm ssi ons to t he committee of gover nnment
representatives onthe participationof civil society.

Despite this apparent interest in the
views of the UAWand others representing workers and
other citizens, the agenda and drafts of the FTAA as
wel | as the U.S. governnent proposals, remain mred in
a fail ed nodel of econom c integration and approach to
trade police.

The UAWSst at enent rai sed several issuesin
the areas of market access and investnent that are
bei ng di scussed in the FTAA negoti ations. W oppose
t he devel opnent of any proposal that would result in
the elimnation of U S. tariffs on notor vehicles and
parts until a thorough analysis of auto trade and
investnment in the region has been undertaken and
anal yzed.

You may recal |l that anal yses of the i npact
of NAFTA on U S.-Mexico auto trade by different
researchers produced different projections for

inprovenent in the US. trade balance in notor
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vehicles and in autonotive parts.

In fact, NAFTA has produced a |arge
increase in U.S. deficits with Mexico in both vehicles
and parts. Cearly, a new approach to analyzing the
i npact of regional integrationinthe auto industryis
needed.

We urge the TPSCto keep in m nd that the
conpanies in the auto industry, assenblers and parts
producers, are nulti-national. Their econom ¢ and
financial interests cover the whole region, and their
assessnments of the inpact of alternative trading
regi nes are based on their corporate interests, not on
the interests of American  workers, Aneri can
production, Anerican value added, or Anerican skills
and t echnol ogy enhancenent.

If you'retruly concerned with the overal
U S. economc interest, you wll devel op auto rel ated
proposal s that rely on our perspective.

W also believe that a review of the
| anguage on safeguards is essential. The NAFTA
| anguage is sinply not adequate. I'"'m sure that

di scussi ons about safeguards received a surge of
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energy from the Section 201 steel decision. So it
shoul d be possible for the U.S. governnment to not only
defend its action on steel, but also to exam ne new
approaches to truly effective action on behalf of
wor kers and industries injured by regional trade.

In our statement we've nade nunerous
poi nts regardi ng the i nvest nent negotiations, but I'd
i ke to enphasi ze one in particular. The corporations
that push for including investnment rules in trade
agreenents have vehenently opposed the inposition of
requi renents on their operations by governnments. They
argue that governnents should not skew market pl ace
conpetition.

However, these sanme conpanies are equally
vehenent in their opposition to restrictions on the
i nvol venent of governnents in market distorting
practices that involve offering huge financia
advantages to one conpany at the expense of all
others, including the expenditure of hundreds of
mllions of dollars for land and its devel opnent, for
wor ker training, for tax holidays, and for a variety

of other cost reducing benefits.
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The hypocrisy of the corporations on the
i ssue of governnent intervention in the market is
not hi ng | ess than staggering.

The UAWunder st ands t hat governnents have
an interest in how econonm c devel opnent takes pl ace
and in the need to support sonme kinds of corporate
behavi or and discourage others. But the use of
fantastic suns of noney to entice firnms to produce in
one | ocati on over another nust be controlled. |n nost
i nstances, taxpayers are the losers in the bidding
wars for investnment. The econom c benefits often fai
to reach prom sed | evels.

Corporations which would nake the
i nvestments anyway and i n many cases do not even need
subsidies to make their investnments profitable are the
w nners. Shaneful give-aways of taxes paid by working
peopl e to corporations with billions of dollars inthe
bank nmust be addressed.

Finally, | nust state as the UAWhas in
every statenent nade about the FTAA or any ot her trade
negotiations that the inclusion of worker rights

protections in the core of the agreenent enforced in
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t he sane manner as ot her provisions incorporating the
core | abor standards defined by conventions of the
international |abor organization is an absolute
necessity in order to pronote equitable, sustainable
devel opnent in any process of regional economc
i ntegration.

The conditions of work are inbedded in
products and services trade between countries in the
regi on.

Failingto neet internationally recognized
standards for worker rights contributes to a downward
spiral for workers' incones and working conditions
t hat underm nes devel opnent rather than stinulating
it.

The goal of the FTAA process is to i nprove
l'iving standards and pronote prosperity in the region.
Thi s cannot be achi eved unl ess the fundanental rights
of workers are assured. The absence of any activity
on workers' rights in the FTAA negotiating groups
denonstrates the contenpt of the FTAA process for the
interest of workers and hel ps to explain the popul ar

opposition that the FTAA faces in the region,

NEAL R. GROSS
COURT REPORTERS AND TRANSCRIBERS
1323 RHODE ISLAND AVE., N.W.
(202) 234-4433 WASHINGTON, D.C. 20005-3701 www.nealrgross.com




10

11

12

13

14

15

16

17

18

19

20

21

22

131

including in the United States.

W share that opposition wth our
col | eagues i n the | abor novenent across the hem sphere
and with organi zati ons of citizens concerned with the
envi ronnent and sust ai nabl e devel opnent, with farners,
human rights activists, and mllions of others.

We appreciate the opportunity to present
the UAWs testinony to the TPSC, and | | ook forward to
hearing your questions and coment.

Thank you.

CHAI RPERSON SURO BREDI E:  Thank you very
much, M. Beckman.

The first question wll be posed by Bud
Cl atanof f of USTR

MR. CLATANOFF: Steve, | note, and of
course, we're very nuch aware of your request for
enf orceabl e worker rights provisions within the FTAA
That is sonething that has been the U S. governnent
position and will continue to be the U. S. governnent
position in the FTAA negoti ati ons.

| want to ask you a question thought.

It's something that was in your witten testinony
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whi ch you gave us, and | want to quote it here.

"The bal ance bet ween corporate rights and
responsibilities has swng overwhelmngly in the
direction of rights, and it is time to demand far
greater responsibilities.”

How do you fashion clauses in trade
agreenents, such as the FTAA, that woul d strengthen,
encourage, if not require, this greater corporate
responsibilities that you tal k about?

MR, BECKMAN: | think there are a variety
of areas in which responsibilities on corporations can
be i ncorporated. One of course, is respect for worker
rights, and we've been very strongly supportive of
enphasi zing that in all trade agreenents.

There are a variety of regulatory issues,
sone of which were just discussed, where the
regul atory powers of governnents have been under m ned
in the areas of public safety and health through
provisions providing investor rights in trade
agreenents and the structure of the investnent
provisions in NAFTA, in particular, provide a very

strong set of rights for corporations, including the
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ability togo directly to dispute settlenent with the
government which in the United States Anerican
citizens do not have.

W have a court system to address
concerns. People have to go through that court system
inorder to address their problens with the governnent
policy. Foreign investors don't have to do that.

So there are balances in the investnent
provi si ons thensel ves i n t he agreenent and recognition
of areas of governnent responsibility that shoul d not
be covered by trade agreenents.

So excluding elenments of public policy
fromtrade agreenents is another way of encouraging
governments to take responsibility for establishing
criteria for corporate behavior that neet public
support.

| nmean, those are sonme of the exanples.
| mean, in our view the whole starting point of a
di scussion of regional econom c integration would be
from a different point of view than the specific
negoti ati ng groups that have been established in the

FTAA process and would recognize other broader
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obj ectives as essential elenents of the negotiations
and of regional integration.

So we woul d support a rmuch | onger, broader
set of discussions that addressed a whole set of
issues related to the inposition of investnent
requi renents on conpanies that want to invest. I
mean, | think that should apply to donestic investors
as well as foreign investors.

A discussion of what does conprise
adequate social responsibility on the part of
corporations and participants in the econony, and |
think there's a very large discussion that needs to
take place, as has been pointed out in other
testi nony.

The publication of the draft of the FTAA
| anguage provided sone basis for people to discuss
that, but it's still a very limted segnent of the
popul ation of the region that is engaged in this
process, and increasingly when people find out about
different pieces, they are surprised and shocked at
what areas of their public life are all of a sudden

subj ect to sone i nternational di scussion and potenti al
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rul es.

The ar eas in whi ch i nt ernati onal
agreenents need to take precedence and governnent
policy needs to take precedence, those are fundanent al
di scussions that need to take place before you go
about establishing a single set of rules that
governments conmt thensel ves to abiding by.

MR. CLATANOFF: Thank you.

M5. HESTER Thank you for your testinony,
St eve.

Based on your testinmony, you foresee
largely increased in inports as a result of the FTAA
However, can you foresee any possibility of export
increases as well in terns of notor vehicles and parts
fromthe U S. into the FTAA countries?

MR. BECKMAN: What we sai d when NAFTA was
being negotiated was, yes, there wll be sone
i ncreases in exports, but the increase ininports wll
be far greater than the increase in exports, and
that's exactly what's happened.

And we woul d see t he sane situation taking

pl ace in the context of an FTAA that | ooks simlar to
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t he NAFTA agreenent. | nean, there were particular
structural el enents of the negotiations in NAFTA, such
as the very rapid elimnation of the 25 percent tariff
on light trucks that was particularly offensive and
has had significant, very significant trade effects.

| mean, those kind of specific things can
be altered in sonme respect, but our experience is that
the United States market is the focus of investnents
in the region. It has been the focus of investnents
in Mexico, wuld beconme nore of a focus for
investnments in the hem sphere, and that for a variety
of reasons, including a history of |ocal content
requi renents and a variety of other restrictions that
pronote | ocal producers in many of the significant
aut o produci ng countries in the region, that they have
built up a significant |ocal base of production that
woul d then be directed at exports to the United States
mar ket .

They already supply the local nmarket.
There is not any burning need for, you know, new
sources of parts production for increased growh in

production in Brazil and Argentina and Venezuel a and
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Col onbi a. U S conpanies are there; Japanese
conpani es are there; European conpanies are there.

The U. S. assenblers in the regi on are not
| ooking for exports in the United States to supply
t hat market, whereas our experience is that the United
States is a huge inporter of parts and vehicles, and
that a significant portion of productionin the region
could easily be redirected at the U S. market.

M5. HESTER I had one other question
concerni ng your proposal for review of auto trade in
the region. Do you or your organization plan to
submt anything along these lines to us that we'd be
able to |l ook at?

MR. BECKMAN: Well, it's traditionally
been our viewthat it's the job of the experts in the
governnent to devel op these ki nds of anal yses. There
are lots of staff people in the various agencies of
the governnment that have sone expertise in the
industry and have the responsibility to produce
anal yses that evaluate the potential inpact of trade
agreenents on the U S. econony.

I have been advi sing uU. S. trade
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negoti ators for nore than 20 years, and a significant
anount of ny tinme has been spent educating those
negoti ators about the difference between the interest
of multinational U S. conpanies and Anerican workers
and Anerican producers.

And unfortunately, a lot of the review
t hat cones out of U S. governnent anal yses i s based on
t he perspective of nmulti nati onal conpani es rat her than
donestic interests that are concerned about the i npact
of what takes place on the U.S. econony rather than on
the bottomline of conpani es that have operations al
over the world.

Sowe wi |l certainly be providing anal yses
of what we think would take place under particular
regines, trade regines, that are proposed in the
course of negotiations, and we do that on a regular
basi s.

But in ternms of providing, you know, one
of those fancy bound 300 page studies using a
particular nodel for evaluating the analyses, |
woul dn't expect that. But there are people who do

such studies, academ cs and consulting groups. e
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eval uate those studies when they are done. W wll
continue to do so.

And we certainly would ask that the
government negotiators consult us about any studies
that are not public that we would not be able to
ot herwi se have access to anal yze.

M5. CLAMAN: Thank you, M. Beckman.

Your testinony indicates that investnent
rul es shoul d not prevent governnents fromestabli shing
policies for enpl oynent technol ogy and ot her pur poses.
Can you describe what kinds of enploynent and
technol ogy prograns should not be affected by
i nvest ment di sci plines?

For exanple, is it governnment incentives
to attract technology or expand enploynent or
oper ati ons?

MR. BECKMAN: Well, | think what we woul d
like to see in these kinds of negotiations are fairly
broad discussions of the inpact of those kinds of
guarantees or requirenents of conpanies on trade
rat her than outl awi ng themper se, as has been done in

part in the WIO and i n NAFTA.
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There are specific, you know, demands t hat
governnents are not allowed to nake. W think the
true test of whether those demands are appropriate or
not is a donmestic political process, and then we can
argue about the i npact of those decisions and howt hey
affect other trading partners.

If requiring a conpany that's going to
invest in Argentina anyway to hire Argentineans to
provi de certain kinds of research functions or to be
enpl oyed for certain technical skilled positions, |
mean, that's sonething that's unlikely to have a maj or
i npact on U. S. economic activity or U S. trade.

If that's the case, then fine, |l et themdo
it. There shouldn't be any broad rul e that says, "No,
this is a violation."

So our test would be the inpact of such
actions, not proscriptions. So the kinds of issues
t hat we' d be concerned about cover all of those areas.
W' re concerned when governnents do that, and if it's
done with the intent of transferring investnment from
one location, like the United States, to another,

that's obviously a problemfor us, and we want to be
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able to take action if that's the case.

But we think that the nere existence of
such activities on the part of governnent is not in
itself the problem So those should be areas of
di scussion, but not areas of immedi ate action and
proscri ption.

The conpanies are willing to do that if
they're given $100 nmillion to | ocate somepl ace. They
don't mnd doing it as a quid pro quo. Were it
beconmes a sort of gane of blackmailing, you know,
we'll invest here; vyou know, we'll neet this
requirenent if you giveus X, Y, and Z, if you give us
trai ning noney, if you give us free land, if you give
us a 20-year tax holiday.

Vel |, those ar not necessarily appropriate
areas for economc activity to be determ ned, you
know, not the criteria you want for economc activity
to be determined. |It's okay if the conpanies don't
conplain if the governnent gives the noney, but if the
government doesn't give the noney, the governnents
can't do that. That seens to me just sort of a

hypocritical viewof appropriate governnent policy and
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what rol e the governnent should play in their econom c
si tuation.

CHAI RPERSON SURO BREDI E: M. Leahy.

MR. LEAHY: M. Beckman, on the issue of
saf eguard protections that you raised, if you haven't
al ready done so, could you perhaps provide us with
sonme specific ideas about how we could come up with a
nore effective safeguard?

MR. BECKMAN: Well, one of the issues
that's nost problematic is that the remedy under NAFTA
is restoration of the tariff. The United States has
very lowtariffs. It really has no inpact, and so it
doesn't acconplish the objective of renmedying the
injury that's been sustai ned.

It's also problematic, as | nentioned in
the testinony, that very often the inports cone from
the very sane conpany that's displacing the American
workers, and so the renmedy in that case is not
avai l able. The conpany is not going to rehire those
wor ker s. There are no circunstances under which a
border action would restore the investnent in the

United States at the expense of the investnent that's
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been made abroad that's supplying those inports.

Those are conpany decisions, and | don't
have a specific answer to that. | do think that in
many cases with respect to NAFTA we need to limt the
purview of the regional trade agreenent so that the
gl obal safeguard provisions becone nore avail able
That's one area where | think it's inportant to make
sonme changes.

But | think it's an inportant issue that
needs a |l ot nore discussion internationally. It has
been a controversial issue obviously, and I think a
broader discussion, a longer discussion would be
advi sabl e.

CHAlI RPERSON SURO BREDI E:  Thank you, M.
Beckman.

Qur next wtness is M. Jim Thonas,
Presi dent of ASTM I nternational

W' ve been joined by Bennett Harman, our
mar ket access negotiator at USTR

MR,  THOVAS: It's good to see you
Bennett. Thank you for joining us.

As you know, ny nane is Jim Thomas, and
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|"mthe President of ASTMInternational, which is one
of the | argest standards devel opi ng organi zations in
t he worl d.

Since the subject of standards in trade
agreenents is a conplex one and cannot be fully
explored in the anount of tinme we'll have together,
|"ve asked perm ssion of the panel to allow ne to
attach two additional docunents that are a witten
st at enent .

One is a letter that was sent to
Anbassador Zoellick, signed by ten mor US.
st andards devel oping organizations with a conbined
wor | dwi de menbershi p of over 300,000 scientists and
engi neers. The letter supports what | wll say here
t oday.

The second docunent is an exploration of
the WIO- TBT agreenent and its relationship to the
st andar ds devel opnent processes in the United States
as conpared to others.

Vell, let ne concentrate ny comments on
the views of ASTM at this session today. ASTMis an

organi zation in which representatives from 100
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countries devel op standards. Thousands of these
standards are global in scope and use. They are
devel oped according to principles set down by the
Worl d Trade Organi zation. They appear in the national
portfolios and regul ations of many countries around
t he worl d. Their effect on trade is significant.
Their value to the U S. econony and the econom es of
many of the other FTAA countries is incalculable.

The si npl e nessage | have cone to deliver
today is this. There is language in the FTAA draft
docunent still bracketed that effectively precludes
their use and use of standards |ike them and that
| anguage nmust be changed.

At present the draft agreenent section on
mar ket access and technical barriers to trade contains
a definition that would limt international standard
solutions and place sone U S. industry sectors at a
di sadvant age. The |anguage used to define an
international standardization body nmakes specific
reference to two European based private sector
vol untary standards organi zations: the International

Organi zation for Standardi zati on, SO and the
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| nt er nat i onal El ect r ot echni cal Comm ssi on, | EC,
poi ntedly excluding all others.

The definition wthits references to the
SO and IEC is a virtual reconmmendation. It is
certainly an endorsenent, and it suggests that the
standards that issue fromthese two bodi es are sonehow
endowed with a presunption of conformty with the
terms of the agreenent.

This is an erroneous assunption commonly
reached by the uninitiated and the unaffected. No
st andar ds body conpri sed of national bodi es which tend
to operate as political and econom ¢ bl ocks can i nsure
that the standards they i ssue will not act as barriers
to trade.

But nore inportantly, these references
taint the definition wth bias and exclusivity.
Implicitly and by omi ssion, this definition suggests
t hat thousands of technically advanced international
standards that are developed in US. based
organi zations are either, one, not credible or, two,
present barriers to trade. Neither of these is true.

There are those anong our tradi ng partners
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who adhere to the notion when it is to their advantage
that the developnent of voluntary international
standards is within the sole purview of these two
Eur opean based organi zati ons. Because of the great
diversity that exists inthe U S., sone industries are
able to apply these standards, access nmarkets, and
remai n conpetitive

But there are many who cannot. For them
t he appropriate standard may not exi st there or it may
exist on a technical level that is not sufficiently
advanced.

The standard in question nmay even |end
itself to the interest and regulatory agenda of a
conpetitive econom c region. Dynam c sectors, such as
the ones represented in ASTM and other U S. based
standards organizations, mnust be able to seek
international standard solutions that do not thwart
their ability to trade.

The U. S. governnent is also entitled to
i nt ernati onal standards that Wil | sui t their
regul atory needs, standards inwhichits interests are

repr esent ed. It should not have to choose between
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quality and relevance in a trade agreenent.

The position taken by the USTR within the
WO Comm ttee on Technical Barriers to Trade has been
t hat bodi es which operate with open and transparent
procedures and that afford an opportunity for
consensus anong all interested parties will result in
standards which are relevant on a global basis and
prevent unnecessary barriers to trade.

In other words, the position of the USTR
has been that the process of i nternational
standardi zation and the relevance and fair trade
aspects of the resulting standards are related nore to
principles than to the structure of the institutions
that produce them And we agree wth this
whol eheartedly.

These principles are articulated in the
second triennial review of the operation and
i npl enentation of the WIO TBT agreenent and Annex |V
of that review. It is the viewof ASTMInternational
that these principles go to the heart and spirit of
the TBT agreenent and can be and shoul d be applied to

any agreenent that has as its aimthe elimnation of
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technical barriers to trade, in particular, the FTAA
agr eenent .

W also assert t hat the position
articulated in Annex IV is representative of the full
range of processes that support an advanced U.S.
trade.

To that end, we propose that the FTAA
draft language in brackets be replaced by the
fol | ow ng:

The parties recognize that international
st andards, guides, or recomendati ons nust have been
el aborated follow ng the set of principles set forth
in the WO Comm ttee on Technical Barriers to Trade,
deci si ons and recomendat i ons adopt ed by the comm ttee
since 1 January 1995. That's a decision of the
Commttee on Principles for the developnent of
i nternational standards, guides, and recomrendati ons
with relationto Articles Il, V, and Annex |11 of the
agreenent, which is contained in their Annex |V.

The acceptance of these principles in the
WO TBT commttee was a significant step forward for

t hose who hold the viewthat there are nultiple paths

NEAL R. GROSS
COURT REPORTERS AND TRANSCRIBERS
1323 RHODE ISLAND AVE., N.W.
(202) 234-4433 WASHINGTON, D.C. 20005-3701 www.nealrgross.com




10

11

12

13

14

15

16

17

18

19

20

21

22

150

to international trade.

ASTM supports the objectives of the WIO
TBT agreenent, abides by its principles, and wll
support every effort to replace the bracketed FTAA
draft agreenent |anguage wth |anguage that 1is
inclusive of U S. practices and trade interests.

|'"d like to thank you for your tine, your
consideration, and if you' d have any questions, | wll
make an attenpt to answer those questions.

CHAI RPERSON SURO BREDI E:  Thank you, M.
Thomas.

W' |l ask Bennett Harman to |ead the
guesti oni ng.

MR. THOVAS: Brought the heavy hitter in
just for ny questioning, huh?

CHAI RPERSON SURO- BREDI E: W didn't want
you to go away feeling --

MR, THOVAS: | didn't want to feel enpty.

MR. HARMAN:  Thank you, M. Thonas.

As you've indicated, we've wholly
internalized the concept that we should not accept an

i nappropriately narrowdefinition of an international
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st andards organi zati on. Your suggestion is for a
cross-reference to the WO work that's already been
done to enbrace that principle.

| guess ny question is: beyond that, is
there anything else that you would propose that we
seek in the area of standards and technical barriers
to trade that would be a TBT plus or WIO- TBT pl us?

MR. THOVAS: | think that right now what
we're looking to do is to nove away fromthe practice
of listing of organizations, which tends to give
preference and actually precludes utilization of
standards that neet all the conditions, but do not
have the appropriate acronym associated with it.

We think noving in the direction of having
the general principles apply and to maintain sone
continuity anong all the various negotiations that are
going on between various regions or very direct
negoti ati ons between the U S. and other individuals
countries, that the nore we can try to stay wthin
t hese fundanental principles, the better off we're
going to be in the long term

MR. HARMAN:  Thank you.
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CHAlI RPERSON SURO BREDI E:  Thank you, M.
Thonas.

MR. THOVAS:. Thank you very nuch for your
time. | appreciate it.

CHAI RPERSON SURO- BREDI E:  Qur next Wit ness
is Andrew Wechsl er, who w |l be speaking on behal f of
t he governnment of the U.S. Virgin Islands, the Virgin
Island rum industry and the governnent of the
Commonweal th of Puerto Rico.

| understand that M. W-chsler will be
i ntroduced by Peter Hiebert.

MR.  HI EBERT: Ladies and gentlenen,
menbers of the Trade Police Staff Conmmttee, ny nane
is Peter H ebert, and I'ma partner inthe lawfirmof
Wnston & Strawn.

Wnston & Strawn serves as out si de counsel
to the governnents of the United States' Virgin
| slands and al so to the Comonweal th of Puerto Rico.

M. Wechsler is not able to be here this
afternoon, and I wll be introducing his colleague,
Andrew Szanosszegi of LECG

But before introducing Andrew, who wll
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provide a summary of the probable economc effects
anal ysis conducted by LECG a further tariff
liberalization of the rumindustry under the proposed
FTAA, | would like to provide a brief overview of the
critical inportance of this industry to the economc
and fiscal foundations of the governnents of the
Virgin Islands and Puerto Rico.

Under | ongstanding principles governing
the tax relationship between the United States and
these island jurisdictions, the U S. has returned back
to the respective treasuries the federal excise taxes
collected on Virgin Islands and Puerto R can rum

In the case of the Virgin Islands, this
amounts to sone $75 mllion a year, or approxi mately
15 percent of the governnent's total budget.

In the case of Puerto Rico, rum taxes
exceed one third of a billion dollars a year.

Any trade deci sion that m ght i npair these
revenues thus could have di sastrous consequences for
both island jurisdictions. This is especially so in
the case of the Virgin Islands, which securitizes its

out st andi ng debt with these rumtax revenues and whi ch
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finances its essential public infrastructure with rum
t ax bonds.

I n addi tion, the governnent of the Virgin
| slands has just negotiated a series of agreenents
with the U S. Departnent of Justice and with the U. S
Environmental Protection Agency under which the
construction of new waste water treatnent facilities
and future conpliance with the Cean Water Act are
tied to future rumtax revenues.

I n consideration of the unique role that
rumplays in the economes of the Virgin |Islands and
Puerto Rico, as well as the other island economes in
the Caribbean under the CBI, the U S. governnment in
1997 negotiated a Solonobnic franmework for the
treatnent of rum in the Singapore zero for zero
agreenent on distilled spirits.

Under that accord reached by the U. S., the
Eur opean Union, Canada, and Japan, duties on high
val ued branded rumwoul d be renoved, whil e mai ntai ni ng
tariff treatnent of | owval ued coormodity rum whichis
hi ghly price and inport sensitive.

| note for the record that Congress has
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just reaffirmed this policy inits reauthorization of
t he Andean Trade Preferences Act, approved this past
sumer, by voting to exclude low valued rum from
further tariff liberalization. | respectfully submt
that this should remain the policy of the United
States in negotiating the FTAA

And | would be pleased to answer any
guestions after M. Szanosszegi has finished his
presentati on.

Thank you.

MR. SZAMOSSZEG : Thanks, Peter.

Good afternoon. This testinony has been
prepared by Andrew \Wechsler and ne, Andr ew
Szanosszegi. M. Wechsler is the Managi ng Director of
International Trade Practices at LECG LLC, and a
prof essional economst wth nore than 20 years
experience in the public and private sectors.

| am a managi ng consul tant at LECG

Drew and | have been asked to exam ne the
pr obabl e econonmi c ef fect extendi ng duty free status to
| ow valued rum under the free trade area of the

Anericas initiative. On the basis of applying
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obj ective econom c analysistothe statutory criteria,
this testinony concludes that it woul d be i nadvi sabl e
to extend duty free status to | ow valued rum as part
of the FTAA

In 1992, M. Wechsler examned the
probabl e economc effects of extending duty free
status of low valued rum to Mexico as part of the
NAFTA. That study reached the foll ow ng concl usi ons.

One, rum production was inportant to the
econom es of the U S. Virgin Islands and Puerto Rico.

Two, the existing duties on inported rum
wer e critical cost advantages for insular rum
producers, especially in the production of | ow val ued
rum

Three, the renoval of the duties would
erase the current conpetitive advantage of the U. S.
Virginlslands and Puerto R can producers i n suppl yi ng
the U S. rum market.

In 2001, we were asked to revisit the
guestion of the probable econonmic effect of expanding
duty free status on rum inports to Latin Anmerican

countries as part of the FTAA and/or renoving the rum
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exclusion fromthe Andean Trade Preferences Act.

Appl ying updated data, we found that
producers, such as Brazil, Col onbia, have the capacity
and resources to respond to such a fundanental change
in their relative cost positions. Renoving the
existing duty would transformthem from high cost to
| ow cost suppliers of low valued rum to the U. S.
mar ket .

VWat follows is the rationale for our
conclusions. Rumis an alcoholic distillate fromthe
fermented juice of sugar cane, sugar cane nol asses or
ot her sugar cane byproducts. It is a ngjor product of
the insular economes in the Caribbean Basin
initiative countries and historically have been the
maj or supplies to the U S. narket.

Puerto Rico and the U S. Virgin I|slands
accounted for alnost 89 percent of U S. apparent
supply in 2000.

The overall rum market is segnmented into
| ow valued, comodity-like rum and high valued,
branded rum The hi ghest valued rumis shipped in

bottles, has strong brand identity, and is not
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extrenely sensitive to change in prices.

There are daunting barriers to entry at
the high end of the market, such as substanti al
advertising expendi tures necessary to establish brand
identity. Low valued rum is shipped in bulk in
bottles. It is aprice sensitive commodity itemwhose
country of worigin is not very inportant to the
consuner.

Firms that produce |ow valued rum cannot
easily match the expenditure | evel s necessary to enter
the nore lucrative market segnents.

The cost of producing rum depends on
whet her the rumis bul k or bottled and aged or unaged.
Unaged bulk rumis the |least costly to produce. |Its
two key inputs are nolasses and fuel oil. The
bottling of rum requires additional |abor, bottles,
and packagi ng material .

The production of aged rum requires
storage facilities for aging the rum in barrels.
| nventory financing costs are also incurred.

Producers in the U S. Virgin Islands and

Puerto Rico are faced with many cost di sadvant ages
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conpared to producers in Latin Arerica, and because of
this, the current duty structure is critical to the
conpetitiveness of the insular rum producers.

The U.S. Virgin Islands rumindustry has
one nmgjor player, VIRIL, which concentrates on the
| onest value commodity segnent of the market. Its
shi pments to the United States are alnost entirely in
bul k.

Wth current duties on|owvalued rum the
US Virginlslands is currently the | owcost supplier
tothe U S market. Conpared to producers from South
Anmerica, VIRIL has many cost di sadvantages, such as
hi gh energy and | abor costs, and it has no donestic
sugar industry to provide cheaper nol asses.

Unli ke Brazil and Col onbia, all fuel oi
must be inported, putting VIRIL at a distinct cost
di sadvant age. Data from the international |abor
organi zati ons suggest that wages in the US. Virgin
| slands are two to three tinmes higher than wages in
Brazil and Col onbi a.

The U S. Virgin Island industry is

extrenely vul nerable to a surge in bulk ruminports to
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the United States. Mre than 90 percent of its bul k
shi pnments to the United States are of | ow valued rum
VIRIL has little mtigating factors on which to fal
back. Its higher valued products are still under
devel opnent .

Mor eover , t here are al r eady wel |
established participants wthin the high valued
segnents. So entry will be difficult.

The Puerto Rican industry has four najor
pl ayers: Serralles, Ednundo Fernandez, Bacardi and
Trigo. Puerto R can producers sell into the bul k and
bottl ed segnents of the U S. market, but they are nost
active in the bulk and | ow val ued bottl e segnents.

The latter also benefits froma 90 cent
per proof gallon tariff on U S. inports from non-CB
and non- NAFTA countri es.

Puerto Rico is currently the dom nant
pl ayer in the overall rummarket here, accounting for
72 percent of bul k and 88 percent of bottled shipnments
to the mainland market. Yet it is also vulnerable
because it operates in the lower price end of the

spectrum inports nol asses, and pays relatively high
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wages and energy costs conpared to rum producing
countries in South America.

Li ke their counterpartsinthe U S Virgin
| sl ands, Puerto Rican distillers pay wages that are
significantly higher than the wages paid by their
conpetitors in South Anerica.

The U.S. governnent has in the past
recogni zed the sensitivity of the insular rumindustry
to inports. Rum was excluded from the list of
products that received duty free treatnent through the
generalized system of preferences program and the
Andean Trade Preferences Act.

As part of the NAFTA, it was decided to
phase out tariffs on Mexican rumover ten years. Most
recently, the United States and Europe agreed to zero
for zero tariff reductions on high valued rum but
agreed to keep duties on | owval ued i nports unchanged.

The i npact of duty elimnation onthe U S.
Virgin Islands and Puerto Rican rumindustries depend
on the production costs of potential conpetitors and
their ability to neet U S. demand. |If the production

costs of these potential conpetitors are sufficiently
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low, the renoval of atariff could transformthemfrom
hi gh cost to | ow cost producers in the U S. nmarket.

Both Colonmbia and Brazil possess the
capacity to take full advantage of duty elim nation.
Brazil is the world s largest producer of cane
spirits, accounting for 73 percent of globa
consunption in 1999.

Suchacca (phonetic), a product very
simlar to rum is the national drink of Brazil.
Colombia is the world' s eighth |argest consumer of
rum and La CGuardiente (phonetic) is a signhature
al coholic beverage and is also a cane based spirit.

Both countries have favorable cost
structures relative to the Virgin Islands and Puerto
Ri co. Brazil and Col onbia producers pay less for
| abor, raw materials, and energy. Not only do they
produce their own nol asses. They are net exporters of
t he product.

Producers in these countries reportedly
al so use the begas from sugar cane production as
repl acenent for fuel oil in the production process.

Mor eover, currency depreciation of recent
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ti mes has magni fied these cost advantages. Duties are
currently the largest single cost factor for any
potential exporter to the United States. As shown in
the attached figures, absent the duty, Colonbia and
Brazil could undercut U S. Virgin Islands and, thus,
Puerto Rican rumin the US. market for |ow val ued
bul Kk rum and coul d becone extrenely conpetitive with
Puerto Rico and the | ow val ued bottl ed segnent of the
mar ket .

The existing duty on | owval ued rumis the
only factor preventing Brazil and Colonbia from
becom ng the | ow cost producers for U S. rum

Note that even under the current regine
Venezuel a, Col onbi a, and Peru exported bulk rumto t he
United States in the first half of 2002, while Brazil,
Col onbi a and Venezuel a exported bottled rum

CHAI RPERSON SURO-BREDI E:  |'msorry. You
are out of tinme now So if you could just sumari ze.

MR, SZAMOSSZEQ : Sure, sure.

CHAI RPERSON SURO- BREDI E: | n one sent ence.

MR, SZAMOSSZEAQ : Rum producti on has been

an extrenely inportant part of the heritage of the
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U S. Virgin lslands and Puerto Rican rumindustry, and
reducing or elimnating the tariff onrumat this tine
woul d be a I ocation tipping event whi ch woul d probably
result in severe harmto the U S. Virgin Islands rum
industry and to the Puerto Rican rumindustry as wel .

Thank you.

CHAI RPERSON SURO BREDI E:  Thank you very
much, M. Szanosszegi .

MR. SZAMOSSZEG : Szanosszegi .

CHAI RPERSON SURO BREDI E:  Szanpsszegi

W will nowturn to question by the panel.
Bennett Har man.

MR, HARMAN: Can | just start with one
gquestion?

You indicated | believe it was in the
Virgin Islands that there's the beginning of a
transition towards the nore high value added
production, and you indicated it's not an easy path to
follow, but that work has begun

Does that hold out some prom se for both
industries in the long run as a potential strategy to

survive in a highly conpetitive area?
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MR, SZAMOSSZEGQ : Real | y based on t he cost
factors, it's just about the only strategy. The only
problemis it costs a trenendous anount of noney not
only to develop the product, but to market the
pr oduct .

| mean, Bacardi rumhas | ots of noney that
it can throw around. | f you conpare the anmount of
advertising of sonebody |like VIRIL with the anmount of
advertising by Bacardi, you cannot even put them on
the same map or in the sanme graph

So | think that it's their only strategy
for survival, but whether they can nuster the
resources to do it is another matter entirely.

MR. H EBERT: | would also add fromthe
governnment's point of view, the industry m ght
survive, but it would survive at a nuch smaller
version of its current self, and in the governnent's
poi nt of view we would use the excise tax revenues.

Over the last five or ten years, the
i ndustry has made a nmj or push towards establishing
name brand identity, but notw thstanding that, 85

percent of what is produced in the Virgin Islands is
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still low valued bulk rum which depends entirely on
the current tariff levels, 85 percent of total excise
tax revenues.

CHAI RPERSON SURO BREDI E: Do you have an
addi ti onal question? The Department of Commerce,
Andrea Malito.

M5. MALI TG Thank you for your testinony.

| was wondering if you mght be able to
comment as well on the state of nodernization or
efficiency of the rum industry, the production in
Puerto Rico and the Virgin Islands as they m ght
conpare to sonme of the other countries that you
referenced in your testinony.

MR, SZAMOSSZEQ : Well, we have not
visited, perforned any plant visits. Al that we've
been able to do is estimate the various costs
conparing them to other producers in Brazil and
Col onhbi a.

W had sonme access to proprietary data
fromthe Virgin Islands and fromPuerto Ri co, and t hat
was the basis of our decision.

Interns of noderni zation, in Puerto R co,
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| think you have very nodern production processes. In

the Virgin Islands, since the product is bulk rum the

production processes, as far as we can tell, reflect
the ultimte output just l|like they do in other
countries.

But | think the key thing to keep in mnd
is if you conpare plants of simlar technol ogica
sophi stication across countries and including the
i nsul ar economes. You wll find that that's not the
mai n cost factor, especially in the |ow valued bul k
segnent of the market, and that what is extrenely
inportant here are their relative costs.

And the fact that the Virgin Islands is
able to be the leading supplier to the U S. narket,
despite having facilities that are equal in
t echnol ogi cal sophistication to other rum producing
countries, | think that's a strong sign that the
current duty reginme is the current cost advantage
that's keeping production there as opposed to
sonmewher e el se.

CHAI RPERSON  SURO- BREDI E: Thank vyou

Thank you very nuch.
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Qur -- will we retain you as our next
W tness then?

MR, HI EBERT: Actually |I've had ny say.

CHAI RPERSON SURO- BREDI E:  Ckay. And you
wll be introduced by Ranon Cantero-Frau, the
Secretary of Commerce and Econom c Devel opnent. The
testinmony is on behalf of the Commonweal th of Puerto
Ri co.

Wl cone.

MR. CANTERO FRAU: Ladi es and gentl enen,
menbers of the Trade Policy Staff Conmttee, ny nane
is Ranmon Cantero-Frau, and |I'm Secretary of Conmerce
and Econom c Devel opnment for the Commonwealth of
Puerto Ri co.

On behalf of the Governor, Sila M
Cal deron, |1'm pleased to have this opportunity to
present the views of the governnment of Puerto R co on
the negotiation of the free trade area of the
Aneri cas.

As an island, Puerto Rico is dependent
upon trade for our continued prosperity. W are the

fifth largest trade in the Western Hem sphere, wth
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over $75 billion in exports and i nports, including $54
billion with the U S. mainland. Because we see great
opportunities for conpani es operating in Puerto Rico,
if we are able to expand our trade wth other
countries in the Arericas, we applaud the President's
efforts to make this agreenent a reality.

Wiile Puerto R co does believe in the
principles of free trade, we also believe in the
requirenents for fair trade. And while we recognize
that different products will be treated differently in
any trade agreenent, we ask that Puerto Rico's
interests be fully considered by the TPSC in
negoti ati ng the FTAA, particularly with respect to the
i nport-sensitive sectors of rum and canned tuna.

| make this request because it is often
easy to overlook the fact that policies intended to
benefit the mainland econony nmay sonetines have
uni ntended and di sparate consequences for an island
econony of four mllion U S. citizens 1,000 nm | es away
fromthe U S. mainland.

I n devel opi ng the negoti ati ng position of

the U.S. governnent, it is inportant to renenber that
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Puerto Rico is part of the United States and, through
our factories, as well as our four mllion consuners,
the Puerto Rican econony supports thousands of U. S
j obs on the nmainl and.

| ndeed, Puerto Rico is the eighth | argest
trading partner of the U.S., of the United States, and
the 13th largest market for U. S. products. But as an
i nsul ar econony subject to U S, mninum wage,
environmental and regulatory laws, as well as high
shi ppi ng costs, we nust conpete with | ow wage and | ow
cost countries in Central Anerica and South Anmerica
that also have superior advantages in natura
resources that we | ack.

In these circunstances, current tariff
treatment is often the difference between economc
viability and industrial relocation. Indeed, it is
essential to note that in the last six years, Puerto
Rico has lost over 26,000 manufacturing jobs,
proportionally nore than any other U. S. jurisdiction,
to | ow wage countries around the worl d.

In particular, | ask you to take into

consideration the decisions of the U S. Congress in
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reaut hori zing the Andean Trade Preferences Act this
past sumer with respect to the tariff treatnent of
rum and canned tuna. Recogni zing the critical
i nportance of the rum industry to the Puerto Rican
econony, Congress reaffirmed the l|longstanding U S
policy by voting to exclude | ow valued rumfor tariff
preferences under the Andean bill, while continuing
trade liberalization in the higher val ued segnents of
the rum mar ket not dependent on price sensitivity.

Simlarly, Congress recognized, based on
a study by the U S. International Trade Conm ssion
that tariff liberalization in the canned tuna sector
woul d quickly lead to the dem se of the U S. canned
tuna industry in Puerto Rico, California and Anerican
Sanva.

Accordingly, Congress wi sely decided to
mai ntain existing tariff treatnment of canned tuna in
the Andean bill, while permtting duty free treatnent
of pouched tuna which is a separate and distinct
product and not directly conpetitive with canned
t una.

Congress reached these decisions after
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car ef ul del i beration and consideration. The
government of the Commonwealth of Puerto R co
respectfully requests that the TPSC carefully weigh
t hese judgnents, and the evidence on which Congress
reliedin making them as it hel ps to develop the U. S.
negoti ating positions in these sectors.

And now | would like to introduce Andrew
Szanosszegi of LECG who will recount in nore detai
the probable economc effects of further tariff
liberalization wwth respect to canned tuna under the
FRAA.

| woul d be pl eased to answer any questi ons
after his presentation.

Thank you very nuch.

CHAI RPERSON SURO BREDI E:  Thank you very
much.

W're ready for your testinony, but I
think it will have to be largely abridged, if you
could help us with that.

MR, SZAMOSSZEGQ : Ckay.

CHAI RPERSON SURO BREDI E:  Thank you.

MR SZAMOSSZEG : Sure. Good afternoon.
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As you know, we've been asked to exam ne the probable
econom c effects of extending duty free status to
canned tuna as part of the FTAA

Qur study of the tuna industry proceeded
al ong the sanme |lines as our study of the rumindustry.
We found that the canned tuna industry is vital to the
Anmeri can Sanpan econony and al so inportant to Puerto
Rico and California.

We found the existing duties on inported
and canned tuna provide critical cost advantages for
donestic canneries, and that under the current tariff
regi me, Ecuador, Colonbia, and Peru are already
i ncreasing activity, especially Ecuador. And we found
that the renoval of duties would increase the current
conpetitive edge to the U 'S. insular economes in
supplying the U S. canned tuna narket and provide
deci sive benefits for foreign conpetitors.

The product nmarket, as you know, is
dom nated by three conpanies. Starkist, Bunbl ebee,
and Chi cken of the Sea together have about 80 percent
of the market. There's a snmall share that is taken by

private | abel brands.
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The U. S. tuna industry is concentrated in
the insular economes of the Anmerican Sanpa, Puerto
Rico, and California, which is fornerly the tuna
cannery capital of the world. It is now honme to just
scal ed down canneri es.

W see that enploynent is extrenely
inportant to Anerican Sanpa. The tuna industry
enpl oys 5,000 Sanvans, maybe a little nore, about
1,000 in total in the United States, | nean, in
California and in Puerto Rico.

The Puerto Ri can canni ng i ndustry has been
suffering for the past decade with a | ot of closures.
In 2001, Starkist shut a plant in Mayaguez, which was
a mgj or cannot center in the western coast of Puerto
Ri co. This cost Puerto Rico about 1,300 jobs of
di rect enpl oynent.

Puerto R co has nmany disadvantages
conpared to potential conpetitors in South Anerica.
They i ncl ude hi gh wages of $6.50 an hour in conpari son
with $3.75 in American Sanba, which is one of the
reasons Anerican Sanpa IS so conpetitive, but

especially the wage differentials with South American
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countries are huge. Wages i n Ecuador and Col onbi a and
t he other major potential cannery countries are about
77 cents to a dollar. So there's a huge, huge wage
di sparity there.

Puerto Rico also has a disadvantage in
cost because they mnust have extra transportation
costs, and so that's also a significant disadvant age.

Traditionally the Congress has Dbeen
sensitive to the plight of the insular canning
i ndustry. They adopted a 15-year phase-in for the
elimnation of tariffs on Mexican tuna. Canned tuna
is not anong the products that received duty free
treat nent under the GSP, and note canned tuna i s anong
the 1, 800 products that receive duty free treatnent if
inported by the | east devel oped GSP countries. None
of these countries is a significant tuna producer.

The high nmobility of tuna production is
testament to the cost sensitivity of the tuna canning
industry. Countries that |ost conpetitiveness in the
past due to rising wages, market entry by |ow wage
countries and tariff changes have qui ckly | ost market

share and production facilities.
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One only has to | ook at the inpact of the
EU s version of the APPA which provides duty free
status to canned tuna. This resulted in | arge market
share gains for APPA nations at the expense of the
Eur opean processi ng sector and producers in Sout heast
Asi a.

Ecuador and Col onbia are the only South
Anmeri can countries to have exported tuna to the United
States in recent years, but Colonbia' s industry has
not shipped canned tuna to the United States since
1999. Ecuador has received substantial foreign direct
i nvestment and other assistance in growing its tuna
i ndustry and has benefitted greatly fromthe tariff
reginme that's currently in place.

They also have access to the Eastern
United States which is one of the main advant ages of
Puerto Ri co.

CHAI RPERSON SURO- BREDI E: I f you could,
sum up.

MR SZAMOSSZEd : Sur e. Canned tuna
produced in Anmerican Sanmpa and Puerto Rico is

conpetitive in the U S. market owng to this current
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tariff regine. This reginme has also enabled the
Ecudorian industry to prosper. If you look at the
trade data for the past year, Ecuador has noved up to
t he nunber two position as a source of inports, and it
is already doing very well.

In the final analysis, if we |look at the
j obs gained and the jobs lost by renoving duty free
status, we already see from the ITC report that
Ecuador would gain about 1,000 jobs, and the U S
could potentially lose two thirds of its jobs.

Sol thinkit's clear that duty renoval as
part of the FTAA would be a |l ocation tipping event in
tuna just as it was wth rum

Thank you.

CHAI RPERSON SURO BREDI E:  Dan Leahy wil |
ask questions for the panel.

MR. LEAHY: Thank you, gentl enen.

As you noted in your testinony, the
comm ssion did, infact, get involvedinthis issuein
the TPA legislation. W did do a nunber of different
anal yses as part of that.

If |I take your testinony correctly, the
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solution that was come up with in the legislation for
deal ing wi t h Ecuador has essentially done its job. It
has taken care of what were perceived as issues for
Ecuador, but it hasn't really affected the canned tuna
market. |Is that accurate?

MR. CANTERO FRAU: Let ne. Wen StarKki st
cl osed the plant in Mayaguez, Puerto Rico |ast year,
| went to see the President of Heintz that was in the
decision to the director. Wat Congress has done is
basi cal | y has excl uded t he poached tuna, and basical ly
poached is a highly |abor intensive process, and for
this person to manufacture that in Puerto Rico, the
cost per man per hour w thout counting all other fair
regul ati ons, shi pping costs, nor anything, our benefit
was somet hing |ike $8.56 per man per hour.

| n Ecuador, the sane process was $1. 50 per
man per hour with major benefit. So as you can see
there, what Congress has done basically is nmaintain
t hat professional tuna for poached tuna that we cannot
conpete and then maintain the inport restriction, the
tariff for the canned tuna.

Canned tuna, right nowwe're surviving in
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Puerto Rico because certain tax grants that the
government has given the tuna canned factory, and the
reason that already you have about 1,500 nore jobs
dependent upon that industry.

So if you take the inports out with the
structure that we have in Puerto R co, we have to kiss
goodbye to the 1,500 jobs that we have on the tuna
canned industry because we cannot conpete, and the
sane case w ||l happen with Anerican Sanvoa.

Aneri can Sanpa was $3. 50 per nan per hour.
It will not be able to conpete.

MR. LEAHY: Thank you.

MR. HI EBERT: Peter Hiebert.

| would like to just elaborate on that
answer, too. After the Andean I|egislation was
approved by the Congress and signed by the President,
Bunbl ebee, which owns and operates the renaining
facility in Puerto Rico indicated that they woul d stay
in Puerto Rico, and of course, they were on the fence
up until the final conprom se that was reached by the
Congr ess.

MR.  LEAHY: Ckay. Thank you for that
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el aborati on.

One other question | had, although you
didn't gointo it in your abridged testinony, you did
rai se what | thought was interesting. The conm ssion
was pessimstic, but overly optimstic at the sane
time, which is not an easy thing for us to do, but
apparently we achieved that in our analysis.

"' m curious about this novenent to the
Western Pacific as a source of tuna for Ecuador and
others. Do you have any information on how nuch is
com ng from Ecuador at the nonent or that Ecuador is
bringing from the western tropical Pacific at the
nmoment and how easy it is for themto increase that
over time?

MR. SZAMOSSZEG : The only information |
have is that they are doing so now, and | do not know
how much they are bringing in from the Wstern
Pacific. Al | knowis that they are doing it now and
that it's part of a policy of source diversification.

And they would probably increase it as
necessary. \Wiether there's a point that it becones

uneconom ¢ and what that point is | don't know.
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MR. LEAHY: |If you did have any other or
were able to come up with any other information on
that point, it would be useful to us.

That's all the questions |I have.

CHAI RPERSON SURO BREDI E: Do we have any
nore questions?

(No response.)

CHAI RPERSON SURO- BREDI E:  No. Then t hank
you very nmuch for your testinony, M. Cantero-Frau and
al so to you

Qur next witness will be Jake Cal dwel | of

the National WIdlife Federation.

W'l |l give people a mnute to gather the
testi nony.

| think we can begin now. Thank you, M.
Cal dwel | .

MR. CALDVELL: Thank you, Madane Chair.

Thank you to the TPSC for this
opportunity to coment. It cones at an inportant tinme

in the negotiations of the FTAA and headi ng towards
the Quito Mnisterial, and | really appreciate the

opportunity to see you this afternoon.
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| am Jake Caldwell. 1'man attorney in
the G obalization and Environnment Program at the
National WIldlife Federation here in Washi ngton, D.C.

NWF has been active in trade
l'i beralization and environnental cooperation for over
ten years. As nost of the panel knows, and | know
Madame Chair renenbers NW supported NAFTA. W were
a creative and cooperative partner in the NAFTA
negoti ations, and | think the NAFTA negotiations are
instructive for the FTAA and progress on the FTAA

In the sense that the environnental
comunity as a whole was not hostile to NAFTA, there
were sone disagreenents in the environnental
communi ty, but in general, the environnental community
was there to be a partner intrade |liberalization, and
| think if we want to nove forward on the FTAA it
woul d behoove us all to try and reengage with the
envi ronmental community to nove both the environnment
forward in the hem sphere and trade.

We have an historic opportunity here to
denonstrat e | eadershi p on buil di ng a new consensus f or

trade and the environment. Wthout that consensus, |
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fear that the FTA will not earn the support of the
U.S. public and the support of the public throughout
t he hem sphere.

| want to enphasi ze that word "consensus”
because | think the bottomline cones down to sort of
a choice in the road, and we have two ways we can do
this. W can go one way, which is sort of damm the
t or pedoes, keep the environnent on the sidelines, and
sort of bully forward and end up, | think, wth a
fairly fractious and fragile result that will make it
difficult to secure FTAA approval hereinthe U S. and
t hroughout the hem sphere.

O we can go the consensus approach. W
can take a page out of the NAFTA debate and seek
partnership and seek cooperation to nove both the
envi ronment and trade forward. I think we have an
opportunity to do the latter.

As a starting point on the road to
consensus, the National WIldlife Federation has put
forward three principles that are in ny witten
testimony. | just want to highlight thembriefly and

then get to your questions.

NEAL R. GROSS
COURT REPORTERS AND TRANSCRIBERS
1323 RHODE ISLAND AVE., N.W.
(202) 234-4433 WASHINGTON, D.C. 20005-3701 www.nealrgross.com




10

11

12

13

14

15

16

17

18

19

20

21

22

184

Nunmber one woul d be trade |iberalization
should support and not underm ne environnenta
protection. Expandi ng trade and protection for the
envi ronnent can be conpatible, but on an issue I|ike
investnment and the investor to state dispute
settl enent nechanism we have seen that there can be
sone  probl ens as they affect the donestic
environmental |aws and the environnental |aws of our
trading partners in the hem sphere.

FTAA negotiations should insure that
private investors do not receive rights that enable
themto undermne U. S. environnental |aws, but those
of other countries.

The problems with Chapter 11 of NAFTA
should not be replicated or duplicated in the FTAA
Specifically we're asking that those Dbringing
expropriation chall enges under investnent rules wll
not be granted rights greater than those provided
under takings jurisprudence of the U.S. Constitution.

We're asking that there be limts on the
terms or definitions of the ternms "expropriation" or

"fair and mnimunm' or "fair and m ni num treatnent,"
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which | believe the |atest fast track trade pronotion
authority does call for a clarification of those
terns.

We're | ooking for a general safe harbor
for environnental issues, environnental neasures,
rather, including the possibility of an exception.

The possibility of home governnent, not
the governnment where the alleged violation of
i nvestnent regulations is taking place, but the honme
government have the authority to sort of say to an
investor, "We don't think this claimholds salt, hol ds
water, and we think it should -- you should not bring
this claim"

So home gover nnent aut hority to di sapprove
i nvestor clains, i nprove transparency, opportunity for
am cus brief subm ssions, and appellate revi ew

And as | said, fast track TPA nmakes sone
progress in these areas.

More generally, we're looking for trade
agreenents that nust recogni ze | egi ti mate nati onal and
i nternational environnental standards. W' re | ooking

for agreenents to insure the nations can enforce their
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environnental laws and that they not derogate from
their environnental |aws.

And, again, fast track TPArecently passed
does provide sone high standards for these efforts,
and we' re | ooking for progress in order to secure our
support for an FTAA

Qur second principle involves the United
States pronoting global consensus. As you know,
there's still quite a bit of disagreenent anongst our
trading partners in exactly what the role of the
envi ronnent should be in the FTAA negotiations. W
think the US. can denonstrate quite a bit of
| eadership in pronoting capacity building, a
systematic programto assess the needs of our trading
partners on the environnent and nove forward.

In this sense, the |lessons of NAFTA,
again, can be very instructive in terns of what we can
do in the area of international environnenta
cooper ati on.

My coll eagues report from Johannesburg
that USTR did put forward a pi ece on capacity buil ding

and trade. Regrettably it had nothing of the -- the
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word "environnment" was not a part of that capacity
building piece. It's a bit of concern to us that the
envi ronnent al conponent of trade was not addressed in
capacity building or is not often thought of out of
this agency in terns of capacity buil ding.

Qur third principle wuld be the trade
negoti ati ons and di spute procedures shoul d be open to
the public and nade nore transparent. We appl aud
USTR s recent efforts in Geneva at the WO i n openi ng
up or at | east seeking to have the dispute settl enent
procedures opened up a little bit nore to the public.

W would hope and expect that simlar
t hi ngs could be done in the FTAA process.

In conclusion | just would sign off by
saying that | think it's in the interest of all those
who support furthering trade and furthering the
environment to bring these two together in a forceful
manner, wth uU. S | eadership throughout t he
hem sphere, and we'll build an FTAA and build a
hem sphere that we all can be proud of.

Thanks. "Il be happy to take your

guesti ons.
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CHAI RPERSON SURO BREDI E:  Thank you very
much, M. Cal dwell.

Bar bara McLeod fromEPA W || ask the first
guesti on.

M5. MLEQOD: In your suggestions for
i nprovenents to the Chapter 11 i nvestor state process,
you suggested a safe harbor for environnental
provi sions. Could you describe alittle bit nore what
you nmean by the safe harbor?

MR, CALDWELL: Sure. | don't think it
obviously is open to sone exploration and deserves
expl oration anongst all stakehol ders, both governnent
and nongovernnent al busi ness, private sector, but |
think it's not as hostile or sinister as it sounds.
It's not a blanket safe harbor for environnental
measures. It essentially would take its cue fromsone
of the Article XX exceptions that were well known to
the panel in traditional trade |law and the WO and
GATT | aw.

And it woul d essentially put sone capacity
for a state, local, federal governnent agency that's

conme under or has received a threatening letter, a
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threatening challenge or a novenent towards an
international arbitration. It would provide themsone
avenue to say to folks that, no, we believe that this
action on behalf of the environment was in the
interest of the environnent, and here's why.

And sort of as it's traditionally done
under U.S. jurisprudence donestically |lay out the case
for why this was done for environnental reasons, and
if the environnmental neasure does not hold water,
again, you know, in terns of neasuring up to being
legitimately for the environment, then potentially it
shoul d be deened a violation of the investnent rules.

But at least anchor sone of the
jurisprudence that's been going on in the Chapter 11
arbitrations to sone standards that would allow the
envi ronment nmeasure to at | east have an opportunity to
present the environnental characteristics of the
nmeasur e.

So sonething along Article XX

M5. McLEQOD: Thank you.

Also, with respect toinstitutions in the

FTAA, you suggest that the U. S. shoul d strengthen, and
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" m quoting from your prepared material, strengthen
and extend its comm tnent to environnental cooperation
institutions under the NAFTA and beyond.

And we were wondering if you had a
particul ar sort of institutional arrangenent in m nd.

MR, CALDWELL: | don't have a magi c bul | et
solution. | think we're nost interested i n what woul d
be the nost effective thing for the hem sphere.
Qoviously, NAFTA is not the FTAA in all direct
conpari sons. We've got several other countries to
deal Wt h, sever al ot her rel ati onshi ps and
di sproportions on many different | evels. So we're not
wed to one nodel or the other in any sense.

VWhat we're | ooking for is what would be
the nost effective way to nove forward on both an
i nternational environnmental cooperation and on trade
i beralization.

NAFTA is instructive in that there are
things -- this questionis often put as was it better
to have environnental provisions in the agreenment or
in a side agreenent. In NAFTA we pursued a side

agreenent nodel with sone environnental provisions
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actually in the agreenent as well.

That shoul d be sonething that should be
| ooked at in the FTAA context. |"m not saying it
should be all in the agreenent or all in a side
agreenent, but | think there should be a healthy m x
of institutions and capacity building that could be
achieved and that mght be nore palatable to our
tradi ng partners.

So no specific institution in mnd, but
think sone of the nore inportant efforts and | essons
t hat have been | earned from NAFTA should be brought
forward, such as citizen submssion on failure to
enforce, nonderrogation from environnental |aws, and
sone strong transparency neasures.

M5. BROMN: Thank you.

Wth this many countries participatingin
the FTAA, do you have any concerns about overlap in
envi ronment al institution wth UNEP and other
mul til ateral arrangenments that exi st in the
hem sphere?

Now |'m speaking about the institution

itself, not the structure of the trade agreenent.
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MR,  CALDWELL: Ri ght. | don't have
significant concerns about that. I["'m not a fan of
redundancy either, as nost people. So I think perhaps
thereis acue there to | ook at existing institutions,
like the OAS and others that could potentially |ead
the way here in pronoting sone sort of institutional
arrangenment that a lot of governnments would feel
confortable wth.

But | would hope that as we nove forward
on the environnmental piece of the FTAA negoti ati ons we
are in close contact wwth our friends at UNEP, at the
QAS, UNCTAD, World Bank, I M-, the whole list, and try
and nmake progress on defining a unique and flexible
institutional arrangenent for the hem sphere.

M5. BROMAN: Last question, and thank you

We're working very hard on the FRAA, but
we also have a couple of other bilateral trade
agreenents that are comng along quickly. So l'd like
to ask whether your recomendation for appellate
review, while it, | think, is in trade pronotion
authority for nultilateral agreenents, how do you

think it would apply to bilateral trade agreenents,
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given the resource constraints that would exist?

MR,  CALDWELL: In the context of the
i nvest ment issues or any?

M5. BROMWN: No, overall, across the board.

MR. CALDVELL: D spute settlenent?

M5. BROMN: Dispute settlenent.

MR. CALDVELL: | think I may be alone in
my views on this, but I don't think so in those that
follow trade matters in believing that the WO s
devel opnent of an appel | at e body nechani smhas br ought
alot of sanity and a lot of stability to the system
to the rules of the WO and has brought with it a
great deal nmore confidence on behalf of the
envi ronnmental community in the functioning of the WIQ,
and a great deal nore confidence, | think, even
anongst if | can speak for nenbers of the business
comunity and the private sector as well.

So | don't see any reason not to pursue on
appel l ate reviewtype nmechanisminthe bilaterals with
Chile and Singapore. | think that can be done, and
t hi nk that woul d be achi evabl e.

If there are resource issues, let's get
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those out in the open and let's try and tal k about
those and try and address that problem

CHAI RPERSON SURO- BREDI E:  One additiona
guestion from USTR? Jonathan Fritz, please.

MR. FRITZ: Thank you very nuch for your
testi nony.

One thing that youincludedinthe witten
remarks was a recomendation that environnmental
reviews be perforned, and as you are now aware, we
have actually been working on those since the '99
executive order, and nowit's mandated by TPA. And we
certainly look forward to getting NWF's input on the
FTAA environnental review

| was just wondering if you folks at NW
have already identified environnental issues that are
particularly relevant or do you think that nerit
particul ar enphasis as far as the FTA negoti ati ons go?

MR CALDWELL: You know, | don't think
anyt hing that would be news to you guys or to anyone
el se in the hem sphere. | would defer actually to a
| ot of ny coll eagues down in the countries throughout

the hem sphere for their input on that.
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But | nust say in terns of the overal
environmental review process, we' ve been slightly
di sappointed in that it doesn't appear to be living up
to either the guidelines, | think, or the executive
order in the sense that our hope for the environnental
review process, and | can't over enphasize how
i nportant we feel the environnmental reviewprocess is
to the future of the trade environnment I|inkage and
also just the future of the economc integration
either in the Western Hem sphere or throughout the
wor | d.

This is an inportant thing to get right,
and it's an inportant thing to do well in order to
build trust on so many different levels, and we feel
that i n many ways the environnental review process to
date is still suffering froma bit of the where's the
-- we're going forward with trade |iberalization.
Where's t he environnent al probl ens that are associ at ed
with that?

It's sort of a post hoc l|look at the
issues, and we would prefer to see a little nore

aggressi ve stance on sone of the positive things that
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m ght conme out of trade Iliberalization for the
envi ronnent, sonme ways t hat suggest, okay, we're goi ng
to attenpt to integrate the economes of these
countries. \What are sone of the gains we can get for
t he environnment on these issues?

There does still seemto be a bit of a
sense that these are sort of done in a back room by
sonmeone | ocked in, sone unfortunate person | ocked in
t he roomand poundi ng away on themand not a whol e | ot
of real world experience to that.

But we will do our best to get not only
our input into you, but al so our coll eagues t hr oughout
the hem sphere on specific issues that mght be of
concern to you

CHAI RPERSON SURO BREDI E:  Thank you very
much, M. Cal dwell.

Di d you have anot her question? No, you're
done.

Thank you very nuch.

MR, CALDVELL: Thank you.

CHAI RPERSON SURO- BREDI E:  Qur next Wit ness

is Maureen Heffern Ponicki of the Anerican Friends
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Service Commttee, U S. CGender in Trade Network.

Good afternoon.

M5. PONICKI: Good afternoon. | want to
thank you all, as well, for giving us the opportunity
to testify.

| work for the Anerican Friends Service
Comm ttee, which is a Quaker organi zation that works
both abroad and in the US., and |I'm also here
representing the U S. Gender in Trade Network.

And | decided to just talk specifically
about a few issues. There are other issues wth
respect to the FTAA that the FSC has concerns about,
but specifically we're going to just touch on a few
t oday.

The first is we request that U S
negoti ators demand nore clarity in the | anguage that
exenpts public services fromthe FTAA. Currently the
draft tax relies on exenption as outlined in the GATS
agreenent, which states that an exenpti on appli es when
a service is supplied neither on a comrercial basis
nor in conpetition with one or nore service suppliers.

This definition would not guarantee the
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exenption of our public education system nor of our
soci al services. Most governnents have farnmed out
services to nonprofits who conpete wth other
nonprofits and many governnent services nowadays
i nclude fees. Therefore, this exenption would hardly
protect these critical services.

Furthernmore, and | think this is one of
t he i nportant points, privatization of human servi ces,
such as education and social services, should be
determined at a |[ocal | evel by the diverse
stakehol ders in that community.

Local communities, as we know, have been
tackling this contentious issue of privatization for
many years with many differing opinions, and | think
the inportant thing is that we not take that decision
away fromthem by leaving in | anguage that is vague,
open to |oopholes which could be eroded in future
negoti ati ons, and which would be close to inpossible
to reverse.

The national treatnment rule contained in
the agreenent could entitle private foreign conpanies

to equal rights to conpete against |ocal public
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service providers for funds to perform public
services. This clause al so has inplications for water
coll ection and water delivery.

|f private service provision of water
causes prices to spike, as they did in Bolivia after
t he Bechtel Corporation privatized Cochabanba's water
system as is happening in N caragua currently, there
will be a detrinental inpact on poor famlies, and
especi al l y wonmen and chi |l dren i n devel opi ng countri es.

And | think sonetinmes that nmy seem
redundant, but inportant to kind of point out.

For exanple, if the priceis too high for
poor famlies as aresult of privatization, wonen w ||
be faced with rationing water for their famlies or
substituting unsanitary water for clean water when
necessary.

Therefore, our recommendation would be
that the U S. governnent exclude public education
especially K through 12, social services, other
critical human services, and water from the FTAA
agreenent through the use of carve-outs.

Secondly, the U S. governnment should
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negotiate limts on the nunber of service providers in
a certain sector or region and all ow each country sone
flexibility to protect | ocal busi nesses that are vital
to the national econony.

In addition, |ocal governnents shoul d not
be prohibited fromlimting the nunber of ecol ogically
damagi ng service activity in acertainarealike toxic
waste processing, mning, oil drilling, et cetera.

Currently the draft text prohibits limts
on the nunber of private education, health care,
prison, water supply, and other conpanies that can
operate in a given comunity, and that's a concern for
us.

Wth respect to donestic regulation, the
U.S. governnment should not curtail the ability of
national and local jurisdictions to protect the
residents. Limtations on donmestic regulation through
the no nore burdensone than necessary | anguage woul d
[imt |ocal governnents from doing that.

Service rul es woul d put worker health and
safety laws on staffing, professional standards,

I i censing, quality and content of educati on
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curriculum and other public interest regul ations at
risk.

The U.S. governnment should inform the
public of how they intend to protect donestic
regul ati ons, and we don't see that as prohibiting any
type of fair trade.

Fourt h, wth respect to governnent
procurenent, the U.S. shoul d be able to use gover nnent
contracts as a neans to pronote equity. Currently the
draft text would prevent governnents from giving
preferences to local firnms in granting contracts and
woul d ban governnments from setting qualifications
ot her than price and quality and consi der other ki nds
of criteria as, quote, unnecessary barriers to trade.

Many snall, wonen owned, and other
mnority owned busi nesses have been able to benefit
from governnent set-asides and incentives. Wrkers
and concerned citizens across the country have fought
hard for the passage of living wage |legislation. An
agreenent being negotiated at the international |evel
shoul d not be able to i npact the denocratic decisions

that are being made at the local |evel
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The i ncl usi on of these protections, again,
W ll not inhibit fair trade. There is support for the
use of governnment purchasing decisions to pronote
goals of equity across this country, and we urge the
U S. negotiators not to underm ne these denocratically
made deci si ons.

And | astly, inpact assessnments. Conplete
eval uations of the social gender and environnental
i npacts of a possible FTAA nust be conducted. | npact
assessnments are a necessary intermediate step in the
process of educating the public, as well as a
prerequisite for negotiating just policies that
benefit the majority of people.

At a mninmm we request that the U S
conduct these assessnments. W would al so expect the
U S. to then advocate for assessnents to be conduct ed
by other FTAA countries and at a hem spheric |evel.

Lastly, a critical conponent which | know
has been a contentious conponent of a legitimte
assessnent would be a wide and diverse consultation
with civil society.

Thank you.
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CHAI RPERSON SURO BREDI E:  Thank you very
much, Ms. Poni cki

We have a question from Kinberly C aman
and then questions? M. C atanoff.

M5. CLAMAN:  Thank you.

Thank you for com ng today.

Could you please tell us what your
definition of social services is and what is your
definition of other critical human services?

M5. PONI CKI : I think that could be
di scussed in terns of what the carve-out woul d be, but
for the nost part the concern is essential public
services that if they weren't protected and provi ded
by the public sector, that there would be problens or
ri sks of access depending on different incone | evels.

So, for exanple, the provision of welfare
right now and the basic incone support safety net.
That has been, quote, wunquote, privatized to the
extent that there are different nonprofits, and
there's where our concern is.

|, for one, used to work for a nonprofit

that did sonme of this work, and so very nmuch there was
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a conpetitive el enent and where our concernis that in
readi ng the | anguage of the law, the devil be in the
details and how it's interpreted.

But anyway, | think the essential services
where there woul d be a concern that sonebody of | ower
i nconme woul d be elimnated fromaccess, and that's why
we also include water as being such an inportant
comodity that all people need access to.

But sone people would also argue for
m nimal public health system so that there is stil
equity of access to health services.

Thank you.

M5. CLAMAN:  You're wel cone.

CHAlI RPERSON SURO- BREDI E:  Bud?

MR,  CLATANCFF: I'"'m going to start
backwards on your testinony. Your |ast point onthis
conplete evaluation of, quote, social, gender, and
environnmental inpact, you're aware, |'m sure, that
since Executive Oder 12141 put out in 1999, there
have been environnental i npacts. Recently enacted
trade pronotion authority legislation now requires

enpl oynent i npact anal ysis.
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s this enough?

MS. PONI CKI:  No.

MR. CLATANOFF: No. Do you have, or not
today, but could you give us a nethodology or
procedure on how we woul d do a, quote, social inpact
anal ysi s?

M5. PONICKI: Yes, yes. And | recognize
that that isadifficult thing to do, and | think just
to state that our concern is especially in the U S
when we' ve | ooked at the inpact of trade, we look in
ternms of enploynent and wages, and that's inportant.

But trade has changed fromwhat it was 30
years ago, and as we |look at different things, it
i ncludes different aspects that will have a different
i npact on wonen and on different sectors of society.

So even the trade negotiation process and
your ability to influence that, if you were in |abor,
envi ronnent, or by industry, you have a formal seat at
the table. But if sonebody, let's say a comunity
based organi zation that has been fighting for the
living wage and they have no formal route of access

and at the sanme tinme we're not formally assessing,
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what woul d be the inpact on sonebody |ike that?

And | think that the inportant thing about
assessnents i s saying trade has changed, and we t hi nk
trade is inportant, but as we go forward and as we
anplify it to include many nore sectors, to include
services and not just goods, we need to take a good
| ook at all of these different |evels of inpacts.

So to answer the second question, Wnen's
Edge, which is an organi zation that | ooks at gender in
trade, they have put together a draft | egislation that
outlines in extensive detail a nethodology for howto
go about a social and gender inpact assessnent, and |
can get that on to whoever.

MR. CLATANOFF: COkay. Appreciate it.

CHAI RPERSON SURO BREDI E:  Wul d you send
it by E-mail to gblue@str?

M5. PONICKI: G?

CHAI RPERSON SURO- BREDI E: G

M5. PONICKI: G?

CHAI RPERSON SURO BREDI E: Bl ue, b-1-u-e,
one word, @str.gov.

MR, CLATANOCFF: Frankly, which | don't
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understand here, your goal, "the U S. governnent
should negotiate |limts on the nunber of service
providers in certain sector.” In particular | see
this in your social services again.

As | understand what we're tal king about
in FTAA, if you're -- that's one sector that you
menti oned, K through 12. Okay?

We're not saying that -- nothing that |
have seen proposed with brackets or not woul d say t hat
you can't have this as a governnment provision of K
through 12, and we're not saying you can't say it's
only a governnent provision.

But if you allow private provision of
primary educati on services, you can't excl ude foreign
investors fromit.

What's the logic of putting a ceiling, a
limt on the nunber of service providers?

M5. PONI CKI : Vwell, | think it would
depend on the sector and depend on the concrete
situation, but the danger of not providing or making
it trade illegal to put alimt is that that decision

then gets taken away froma | ocal area who there may
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be good reason to provide a limt.

| think it's probably alittle bit easier
to see when you |ook at something |ike toxic waste
processing or other things that may have ecol ogi cal
damage, and if you have nore than one service
provi der, there could be damage.

Sol think it woul d depend on each sector.
Wth education, that's a hard one to answer, and |
t hi nk what the concern is that take Phil adel phia, for
exanple. There's been a hard, you know, fight going
on there in terms of who should be allocating
education services, and we know that the state hasn't
done a phenonenal job of that, and there's incredible
di sparity with our public education system but that's
to be determned at the |local |evel.

Let themfight it out. Let's talk about
whether the state or private provision of those
servi ces.

MR,  CLATANOFF: That's exactly right.
Those should be |ocal decisions. Wiy then in a
multilateral, nmultilateral trade agreenent do you want

to mandate a ceiling?
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M5. PONICKI: No, we want --

MR. CLATANCFF: That's what your statenent
says. We should negotiate limts on the nunber of
servi ce providers.

M5. PONI CKI : The alternate says there
shall be nolimt. So what the | anguage of the trade
agreenent is saying is if you put alimt on, that's
not all right. So what we're asking for is the
flexibility that if you see fit that alimt is right,
t hen go ahead.

Then if sonebody else says a limt isn't
and that jurisdiction wants to let nore service
provi des for whatever service, then they let that be.
Soit's the flexibility to | eave that open, so to not
mandate that you can't do that.

MR. CLATANCFF: Ckay. It's an inportant
clarification.

M5. McLEOD: Actually there are exceptions
to the performance requirenment |imtations for
envi ronnent al and ot her regul atory systens. So it may
not be enough, but we've tried to take that into

account.
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CHAI RPERSON SURO BREDI E:  Thank you very
much, Ms. Poni cki

M5. PONICKI: Thank you.

CHAI RPERSON SURO- BREDI E: W have | o0i ni ng
us on t he panel now Barbara Chattin, our market access
negoti ator for agriculture.

Wel cone, Barbara. You can sit here.

Qur next witness will be Jai ne Castenada.
| hope |'m pronouncing that right, of the Nationa
M | k Producers Federati on.

VMR CASTENADA: Good afternoon, Madame

Chairman -- and you did pronounce it correctly. I
appreciate it -- and conmmttee nenber.
My nane is Jaine Castenada. I'"'m Vice

President of the National M Ik Producers Federation
and a seni or advisor tothe U S. Dairy Export Council.

| ampl eased to appear before you today to
testify on the topic of the free trade area of the
Anmericas and the potential economc inpact to the
dairy industry and, in particular to US. dairy
producers.

The National M|k Producers Federation
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represents the large majority of dairy farnmers in the
United States and the co-ops that they own, and the
U S. Dairy Export Council is a nmenbership organi zation
that represents processors, producers, and exporters
in assisting themto expand U. S. exports.

Madanme Chairman, as is stated in our
witten cooments, an initial view of the econom cs of
supply and demand suggest that the U.S. dairy industry
has an i ncentive to support an FTAA that includes al
West ern Hem sphere nati ons.

In fact, every Latin Anmerican country
except Argentina, Uruguay, Costa Rica and Nicaragua i s
a net inporter of dairy products. The region as a
whol e inports three and a half times as nuch dairy
products as it exports.

The United States produced nore mlK,
cheese, m |k powder, whey and | actose than all of the
other 34 countries in the hem sphere conbi ned. These
econom c opportunities in Latin America wll be
hugely conplenented by elimnating current trade
barriers in our largest trading partner just to the

nort h, Canada.
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Madane Chairman, the potential economc
benefits from the FTAA are real, but they can only
exceed the cost for the U S. dairy industry if the
agreenent properly addresses several issues of
critical inmportance to us. Today | will discuss three
of the nost inportant.

First, rules of origin. As a regiona
trade agreenent, it is inperative that the FTAA does
not provide wndfall benefits to known parties.
Consequently, the first and forenost objectives of the
FTAA need to be the specific rules of origin that
insures dairy trade benefits to only the nenber
countries.

We, therefore, strongly the FTAA incl ude
the same rules of origin for daily products and
products containing dairy conponents, including the
m nimumrul es that are included in the North American
Free Trade Agreenent.

The second critical element, third party
export subsidies. FTAA negotiators nust al so address
the issue of export subsidies. |If the United States

agreed to stop using export subsidies, we nust then
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insure that our trading partners do not accept
subsi di zed product fromoutside the hem sphere. As an
exanple of how critical this elenent is, in the nost
recent year of subsidy notificationto the WO, the EU
has spent nore than 100 tinmes what the United States
has spent.

A third key elenment of the economc
viability of the FTAAfor the U S. dairy industry and
extrenely inportant is the inclusion of the Canadian
dairy industry in the agreenent. There is a consensus
that the failure to bring Canada on board coul d be t he
nost serious barrier to dairy negotiations.

In the past, wth the U S -Canada free
trade agreenment, with NAFTA, and with recent trade
agreenents with Chile and Costa Rica, Canada has been
able to keep dairy off the bargaining table. The real
chal l enge for FTAA negotiators will be finding a way
to bring the Canadian dairy industry into the
agr eenent .

Unfortunately, if Canada wins and it stays
out, the US. dairy industry my also reject

participation in the FTAA
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Because of the urgency of this matter, it
i s inexplicable that a 1998 ERS study on the econom c
i npacts of FTAA assuned t hat Canada woul d agai n exenpt
its dairy from the agreenment, but not the United
St at es.

In conclusion, our own estimtes would
i ndicate that the range of econom ¢ outcones fromthe
FTAA for the U S. dairy industry could range from a
loss for U S. dairy producers and U. S. dairy industry
in general of well over $1 billion annually from a
badl y fought agreenent to a gain of over $400 million
per year from an agreenent that fully addresses the
i ssues and concerns we have raised in this testinony.

Madane Chairman, let ne reiterate that we
believe that the overall econom c net benefits to the
U S dairy industry would be positive from an FTAA
agreenent that properly addresses the i ssues di scussed
above. But if not, several thousand dairy farners and
smal | dairy conmpanies will be forced out of business.

Therefore, the devil is truly in the
details, and the support or position of our industry

depends on the type of agreenent that is negoti ated.
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Thank you for the opportunity to testify.
"Il be happy to answer any questions.

CHAI RPERSON SURO BREDI E:  Thank you very
nmuch.

MR. KARAWA: M. Castenada, thank you very
much for your el oquent testinony.

As you noted in your testinony, the first
critical issue regarding rules of origin or specific
rules of origin, and you nentioned that the forenost
obj ective of the FTAA needs to be the specific rules
of origin that insure data trade benefits only to the
menber countries.

Have you had an opportunity to revi ew and
comment on the proposed FTAA specific rules of origin
which are in the original rule at USTR?

MR. CASTENADA: We are in the process. |
think we're still on tine to provide the specific
details on the rules of origin, but, yes, we are
working on it, and wll have specific details on that
i ssue.

MR. KARAWA: Thank you. W wanted to nmake

sure that we noted that.
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MR. CASTENADA: Let ne state, M. Karawa,
that | appreciate very nuch what you and Ms. Barbara
Chattin are doing in the FTAA

MR  KARAWA: Thank you for your Kkind
wor ds.

| have one nore question. |Inyour witten
testi nony, you nentioned that you have indi cated that
you estimate the U.S. inports in mlk equivalent units
W Il increase by four mllion pounds annually w t hout
adequate rules of origin.

Coul d you pl ease el aborate how you arrive
at these figures?

MR. CASTENADA: Yes. \What we did is we
assune what the possibility of New Zeal and, Australi a,
European dairy exports could actually be going to
specific countries in Latin Anerica primarily, and how
new plants wll be placed there, and what we sinply
didis try to see how fast they could actually spend
and with certainlimtations onthe anount of product.

But obviously Europe has plenty of
product. Australiais still growing. New Zealand is

still growi ng, and we can see as an exanple just Chile
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and ot her agreenents between New Zeal and and Nestl e,
for instance, in the Anmericas, that could easily
expand their ability to export product here, and the
only thing they have to do is, for instance, to
produce cheese is inport nonfat dried mlk or mlk
proteins, a little bit of fat, mx it, and then just
send that product here.

M5. CHATTIN.  You al so nentioned in your
testinmony the inportance of addressing third party
export subsidies into the hem sphere, and this is
sonet hing, you know, the |eaders or trade mnisters
agree that we want to aim for the objective of a
hem sphere free of agricultural export subsidies, and
certainly getting a handle on EU and ot her users of
export subsidies in the hem sphere is a very inportant
aspect of that.

It's also a very technically and legally
difficult challenge just in terns of devel oping
mechani snms that are consistent with the WO and t hat
can be applied by FTAA nenbers, and | just wondered if
you had any nore specific thoughts in terns of

possi bl e mechanisnms to do that or if at a later tinme
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your industry has thoughts, you could comrunicate
those to us because it's sonmething that we're all
aimng for.

But it is kind of atechnical challengeto
come up with the best mechani sns in the hem sphere to
acconplish this.

MR. CASTENADA: Yes. No, | couldn't agree
nmore with you, and | share your frustration of finding
a true key nechanism and to be honest, | nean, the
only thing we could ever think about is to actually as
you' re doing, go for elimnation of export subsidies
inanultilateral context in the WO

And in the neantinme, make sure that if
other countries have access to the markets using
export subsidies, we will be able to al so use export
subsidies as it is in the NAFTA

CHAI RPERSON SURO BREDI E:  Thank you, M.
Cast enada.

MR. CASTENADA: Thank you.

CHAI RPERSON SURO- BREDI E:  Qur next wi t ness
is Rchard Hudgins of the California Cing Peach

Boar d.
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The floor is yours, sir.

MR. HUDA NS: Thank you

Good afternoon, Madane Chair, nenbers of
the commttee. My nanme is Richard Hudgins. [ m
Presi dent of the California Canni ng Peach Associ ati on,
here today on behalf of the California Cing Peach
Board. Wth ne alsois Carolyn G eason, with the firm
McDernmott, WII & Enory. She is the board's
Washi ngton counsel here in D.C

The board represents all 750 growers and
four processors of cling peaches in California. |Its
menbership represents nore than 98 percent of the
entire U S. cling peach industry.

Cling peaches are wused primarily to
produce canned peaches and canned fruit m xtures.

As the commttee nmay renenber from the
board's past appearances on FTAA and other trade
initiatives, our industry, nore than nost U S.
agriculture sectors, is highly inport sensitive. Qur
growers and processors stand to | ose in inportant ways
if US. tariffs on canned peach products are

elimnated or even reduced in favor of conpetitive
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producers in Chile, Argentina, and other Latin
Anerican countri es.

The board is, therefore, asking that our
princi pal cling peach products be excluded fromtariff
reductions in the FTAA W are seeking that sane
treatnment for cling peach products in the U S. -Chile
FTA tal ks. A list of our products and their
corresponding US. tariffs are included as an
attachnment to the board's witten conments.

Qur i ndustry's nost i nportant products and
corresponding tariffs are the 17 percent U S. tariff
on canned peaches, the 14.9 percent tariff on canned
fruit mxtures, and the 14 and a half percent tariff
on frozen peaches. Al three have been identified as
inport sensitive agricultural products in the trade
pronotion authority | egislation for purposes of trade
negoti ations, including the FTAA

Moreover, there are products that have
repeat edly been shielded fromGSP requests because of
their trade sensitivity.

Qur industry's inport sensitivity derives

principally from a 20 year old dispute with Europe
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over excessive EU canned peach subsidies. This year's
national trade estimate report <confirnms that EU
shi pnments of heavily subsidized canned peaches
continue to distort world markets to the detrinent of
U.S. producers.

Because of the EU subsidies, you will see
in Attachnment 2 of our witten subm ssion that we have
| ost our entire market in Europe, nost of our market
in Japan, and nore recently, large parts of our
mar kets in Canada and Mexi co.

This marketing year, U S. canned peach
exports fell to their lowest level in the last 40
years, down 40 percent froma year ago. These |osses
are occurring because we cannot conpete with the | ow
subsi di zed prices of our conpetitors despite the high
qual ity of our product.

Qur inability to match subsidi zed prices
has essentially forced us to sell either in the U S.
market or not at all. Unfortunately, even our U S
mar ket, which has relatively good tariff production,
is at risk. Low price inports are entering from

Greece, Spain, Chile, Argentina, South Africa, China,
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Thai |l and, and other foreign sources.

As shown in Attachnment 3 of our witten
subm ssion, U S. inports of canned peaches increased
again this marketing year, ended | ast May, reaching a
record three mllion cases, or nore than 15 percent of
total U S. canned peach production. This is the
equi valent of $54 million in |ost sales based on an
average selling price of $18 a case.

Since the US. nmarket is mature and
dom nated by institutional sales, these low priced
inports in all instances prevent the sale of US.
produced canned peaches and severely depress the U. S.
mar ket pri ce.

Qur losses in the U S. market are on top
of other turbulent industry pressures. W continue,
for exanple, to suffer fallout fromthe bankruptcy two
years ago of Tri-Valley G owers, which at the tinme was
the industry's largest processor and grower owned
cooperati ve.

This year one of the three processing
pl ants renmai ning fromthe Tri-Vall ey bankruptcy cl osed

its doors. An immedi ate effect of the closure is that
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sone 1,000 seasonal workers are out of a job.

Wth that closing, the industry has gone
from 20 processing plants canning peaches to just
seven in the space of only ten years. Once again, the
principal reason for the closure is the grow ng
conpetition fromlow priced inports.

Mor eover, this year, we face a large cling
peach crop and t he prospect of | arger carryover stocks
next year. Since the U S market is now our only
outlet for nost of this production, our growers and
processors cannot afford further losses in U S. sal es.

Both the industry and the U S. gover nnent
are working hard to stabilize the U S. market and
return U.S. growers and processors to profitability.
Qur efforts include several industry funded tree pull
progranms and a record level U S. governnment purchase
surpl us canned peaches this year for school |unch and
ot her federal prograns.

The i ndustry and the USDA are al so jointly
fundi ng export pronotion prograns to try to increase
our |agging exports. These efforts to restore

profitability cannot succeed, however, if our sales
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and price structure in the US. nmarket are further
er oded.

Sinply put, wthout adequate protections,
further erosion is inevitable under the FTAA. Chile
and Argentina are already conpetitive producers and
exporters of canned peaches and other cling peach
products. W have heard directly from producers in
both Chile and Argentina that they intend to export
nore canned peaches to the U S. market if our US
tariffs are elimnated or even reduced under that or
other trade initiatives.

There are no reciprocal opportunities in
the Latin Anerican nmarkets for U S. canned peaches
even wth duty free access. Chile, Argentina and
ot her FTAA countries are small canned peach nmarkets,
primarily for low priced product, and are fully
supplied by Latin American producers under regional
trade agreenents.

Thus, for our industry, FTAA will not be
wel comed. Because the U.S. market is so critical to
our industry's recovery, we cannot return to being a

profitable U S. agriculture sector unless our U S
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duties are nuintai ned.

We need the U.S. governnent's support to
i nsure that canned peaches and ot her inport sensitive
cling peach products are exenpted from tariff
reductions in the FTAA If exenptions from tariff
elimnation are not granted on any products, then our
i ndustry needs assurance that our inport sensitive
products will be granted the |ongest phaseout period
perm tted under FTAA

Menmbers of the commttee, our industry
appreciates this opportunity to discuss our FTAA
concerns with you. | woul d be happy to respond to any
gquestions you may have.

CHAI RPERSON SURO BREDI E:  Thank you very
nmuch.

W'll turn to you, Barbara. Do you have
any questions?

MS. CHATTI N Yes. We appreciate you
comng here to testify, and | think we all recognize
the sensitivity of the cling peach industry in these
negoti ati ons.

| woul d just point out sonething |I'msure
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you al ready know, that the m nisters have agreed that
a basic principle of the negotiation is that all
tariffs are subject to negotiation. That doesn't
precl ude where you end up, but in ternms of an approach
to the negotiations, all countries have agreed that
all of their tariffs will be subject to negotiation.

One question | had was | I|istened very
carefully to what you said about having the |ongest
possi bl e phaseout tine if all products end up being
phased out. | was just wondering if it would be of
any value to your industry during that usually -- |
mean staged elimnation of tariffs is certainly
sonething that's a very standard part of any kind of
tariff negotiation. So that's an idea that we clearly
can work with your industry on.

But if, in addition, there would be a
value to vyour industry in ternms of thinking of

transitional safeguard neasures, neasures in the

context of the FTAA -- |I'mnot tal king about changi ng
any of the fundanental |I|egislation or changing
fundanental WO provisions -- but sone sort of

saf eguar d nmechani sns devel oped in the context strictly
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of the FTAA mght be sonething that mght be of
interest to your industry.

MR. HUDA@ NS: Renenber that our industry
conmes froma background of nearly 20 years of dispute
with regard to the canned peach subsidies in G eece,
and so understandably, we are sonewhat leery for a
t heoretical based adjustnent program

What we do understand are tariffs, and we
do understand that we need the maxi mum protection
afforded to us in a phaseout of tariffs, backl oading
any reduction to the maxi num extent possible so that
we are afforded the m nimal inpact on the front end of
any tariff reduction.

Certainly, | recognize that we have just
cone off a record year of cling peach inports, and we
cannot stand any further i nport pressure fromanywhere
in the gl obe.

MR KARAWA: | would like to reiterate
what Barbara just nentioned about that we do
under stand your concerns, and we do al so share your
frustrations, especially with the EU subsidizing

i nports.
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However, | would like to ask you if you
could elaborate further. You said you had sone
econom ¢ adjustnent progranms which are underway.
Coul d you give us nore? How do you foresee that these
prograns are going to work out? And what kind of
results are you getting so far?

MR HUDA NS: Most recently we have been
wor king with the USDA under the market access program
to try to expand the Ilimted export sal es
opportunities that are available to our industry. As
| said, we have essentially lost the entire market in
Europe, essentially all of Japan. We have been
reduced to essentially focusing on the neighboring
countries, Canada and Mexi co.

We have put grower funds to go with the
USDA MAP nonies into both Mexico and to Canada. |In
addition, the ding Peach Board has put additiona
grower funding into Mexico to try to expand our export
sales into Mexico for the current crop year

At this point we have seen a smal |l neasure
of success in Mexico, have seen no increnental sales

to date in Canada. So, again, it's an ongoing
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process. It is one where we are continuing to try to
mai ntain those markets that do not require us to put
product on the water, but know that we are up agai nst
foreign conpetition that can undercut us in
essentially any market in the world in which they
choose to enter.

CHAI RPERSON SURO-BREDI E: M. Leahy from
the I TC

MR,  LEAHY: Ckay. Just one quick
question, and I'I|l probably to nmy chagrin find out
that you' ve already given the ITCthis infornmation at
sone point in tine.

But you nentioned Chile and Argentina as
bei ng sonme of the countries that have been part of the
big increase to inports. Can you give ne sone i dea of
just how they conpare to the Europeans and others in
t he market?

MR. HUDG@ NS: The real players for us with
regard to inports comng into the U S. obviously are
the EU. The EU woul d account for about 75 percent of
the inport volume comng into the country this past

year.
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Chile would account for less than five
percent of the total inports comng into the country.
Argentina, a small nunber as well.

Bear in mnd though that the Chil eans and
to a | esser degree the Argentineans are al so supplies
to the market in Mexico, and as such, we |ose
addi tional opportunities to export into Mexico as a
resul t.

MR. LEAHY: |If Chile and Argentina were to
benefit fromliberalized tariffs in the U S market,
woul d that help themin their conpetition with the EU?

MR.  HUDG NS: if the Chileans and the
Argentineans were to receive duty reductions com ng
into the U S market, there is no doubt in ny mnd
that we will see nore inports from those countries
entering the U S. nmarket.

They have the sane frustrations and
conpeting with the | ow priced G eek product in other
mar kets around the world. The U S. market is still a
very attractive nmarket for all of the players, and we
wll see nore product entering what is already a

bur densone donestic i ndustry fromChil e and Argenti na.
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CHAI RPERSON SURO BREDI E:  Thank you very
nmuch.

Qur next witness is Dennis MDonald on
behal f of the Ranchers-Cattlenen Action Legal Fund,
Uni ted Stockgrowers of Anerica.

Wel cone, M. MDonal d.

VR.  McDONALD: Hel | o, Madane Chairnman,
| adi es and gentlenmen. |'m Dennis MDonald. M wfe
Sharon and our four children Iive and ranch in south
central Montana. W operate a cowcalf operation

| travel ed fromMntana to here to give ny
comments this afternoon and to hopefully nmake use of
your valuable tinme. | have done so because | have a
profound | ove and passion for ranching, our heritage
and our culture.

In addition to being associated wth
RCALF-USA, | am the Montana Cattl enen's Associ ation
Vi ce President and have served on the ATAC Conmittee
for the | ast four years.

| travel to Argentina, Brazil, and Uruguay
in connection with the Sixth Business Forum of the

Anmericas last year, and |I'm schedule to travel to
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Ecuador in Cctober.

| conme before you at a tine when the live
cattle industry and the famly grassroots level in
this country is in a state of crisis. W have been
produci ng the best tasting, the nost nutritious, the
cl eanest, healthiest cattle in the world, and we are
in the eighth year of marketing our product at or
bel ow cost of production.

Recently USDA has reported that we have
| ost 72,000 fam |y ranchi ng operations in the country,
and nore recently we have lost 14,000 famly feeding
operations in feedlots across the country.

The recent U. S. calf crop as reported in
2001 was the snal | est since the 1950s. U.S. producers
have not produced enough cattle to neet our donestic
beef demands since the | ate 1940s.

However, between 1996 and 2000, cattle
inports into the U S. have i ncreased by 11 percent and
live finished cattle prices have declined 20 percent.

My famly just finished feeding a pen of
excel lent cattle. The cattle graded 85 percent choi ce

or better. They were all natural cattle, that is, no
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hornones, no antibiotics, raised in the nost
environmental | y prudent manner.

We | ost $140 per head over our cost. |
suffer this |ost against the backdrop of the U S
inporting nearly 2.6 mllion head of live cattle from
Mexi co and Canada.

I ncreased inports of beef have also
reduced returns to U.S. cattle producers. The rule of
thumb within the industry is that a one percent
increase in beef supplies decreases prices of live
cattle by one and a half to two percent.

| amaware that the cause of our econom c
stress is nultifaceted. Concentration in the packing
industry and lack of nmarketing power by famly
producers certainly contributes to the |osses we're
suf fering.

But cheap beef inports often controll ed by
these same market forces exaggerate the ultimte
downward effect on producers' bottomline.

Currency fluctuations, of course, are al so
a factor, but the ultimte result cannot be m st aken.

It manifests itself in the boarding up of our rura
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main streets, the closing of our rural schools. It
threatens our culture, our heritage, and our way of
life.

| believe ranching in the rural United
States has a contribution to make to Anerican val ues
and actually contributes to the noral conpass of our
country.

The market results of increased cheap
foreign beef and |ife cattle have not benefitted the
consuner. In the face of record inports and record
avai lability of beef, consuner prices have risen to
historic highs, while famly producers continue to
receive a smaller portion of the retail dollar, 70
percent in the late 1970s, 40 percent today.

In 2001, retail prices were nine percent
above 2000 |evels. Beef inports reached historic
| evels. Australia, for exanple, reached its end quota
[imt and wll dos o again this year, as wll New
Zeal and.

Wile fed cattle prices were 14 per
hundr edwei ght |l ower, resulting in losses to finished

cattle producers of approxinmately $160 per ani mal,
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conclude, therefore, that changes in tariffs which
result in lower cattle prices will not necessarily
al so reduce retail beef prices for consuners.

In my witten subm ssion | have di scussed
the effect of inports on the historic cattle site. |
won't take tine to repeat these remarks other than to
say the cycle has been disrupted and el ongated.
Presently the live cattle industry is contracting, and
l[iquidation is in full sw ng.

It is exasperated by areas of severe and
prol onged drought t hr oughout the country and
grasshopper infestations.

Under the Trade Pronotion Act of 2002, all
agriculture products that are subject to a TRQ are
deened inport sensitive agriculture products. @G ven
t he cl ose connecti on between changes i n beef supplies
and live cattle prices, it is entirely appropriate for
USTR to consider cattle to al so be an inport sensitive
agricul ture product.

Senat ors G assl ey, Har ki n, Baucus,
Daschl e, and others in their colloquy attached to the

TPA legislation categories cattle as such. Thi s
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categorization is particularly inportant in the
proposed FTAA

Brazil's cowherd exceeds 165 m | |ion head
of cattle. Argentina has another 55 mllion head.
Add Uruguay, Venezuel a, Col onbi a, Ecuador, and on and
on, and pretty soon you're tal king real nunbers.

The U S. cow herd, by the way, in
conparison is 96 mllion head, and you can see that
the potential is there to overrun and ruin our
donmestic live cattle industry.

Last year in Brazil | was there. A 750
pound cal f of f grass was selling for the equival ent of
35 cents per pound. Qur cost of production for the
sane weight calf as reported by USDA is 76 cents,
hi gher in the northern tier states because of w nter
feed costs, lower in the South, but that's the
aver age.

Recently finished cattle in Argentina was
selling for as lowas 18 cents a pound U. S. Presently
finished cattle prices in the U S were in the md-
60s, and |'ve covered the | osses bei ng sustained as a

result thereof.

NEAL R. GROSS
COURT REPORTERS AND TRANSCRIBERS
1323 RHODE ISLAND AVE., N.W.
(202) 234-4433 WASHINGTON, D.C. 20005-3701 www.nealrgross.com




10

11

12

13

14

15

16

17

18

19

20

21

22

237

It's probably not appropriate here to
di scuss heal th concerns associ ated wi th Sout h Aneri can
beef and cattle. That's for another day. But it's an
i ssue on every U. S. producer's m nd.

Oten the effects of health problens are
borne by i nnocent producers who never benefit fromthe
i nports. I"m thinking of the bovine TB problem
presently in Texas and the enornous cost that
producers in Texas may realize as a result of |osing
their TB free status.

| knowny tinme is about up, but in view of
the few thoughts |I've shared with you, | urge you to
consider the inpact on famly cattle producers as we
| aunch FTAA negotiations and the inevitable | owering
of tariffs and perhaps elimnating tariff rate quotas
on beef, hopefully over sone prol onged period of tine.

Renmenber your actions which may benefit
the large, global conglonerates may not necessarily
benefit famly producers of live cattle across rural
Aneri ca.

Finally, one last comment on country of

origin matters. 1've had the opportunity recently to
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travel across 12 states and speak to many cattle
or gani zati ons. No issue is nore inportant to
producers than country of origin |abeling.

Producers felt we won a trenendous victory
by havi ng Senator Johnson's consuner's right to know
| egislationincorporatedintothe farmbill, which our
Presi dent signed. W are greatly concerned that
perhaps USTR may undertake to use a different
definition other than that which is nowthe | aw of the
| and.

Thank you, and |I'd be happy to answer any
guestions you m ght pose.

CHAI RPERSON SURO- BREDI E: Thank you for
traveling so far to give your testinony.

Do you have questions, Barbara? Shall we
go first to Omar?

M5. CHATTI N Yeah.

MR. KARAWA: Thank you, M. MDonal d, for
your testinony.

| have one question. Thisisregardingto
your witten testinony. You suggested in testinony

that special rules should be developed for the
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treatment of perishable and cyclical agriculture
pr oduct s.

In order to understand better, could you
provi de us what ki nd of ideas you have or what ki nd of
special rules are you contenpl ating?

MR. McDONALD: First, to put it in proper
context, the industry is concerned with the situation
t hat we experienced in 1998 with col |l apse in commodity
cattle prices and rising inports. So we have
suggest ed a snap-back formul a t hat m ght enconpass t he
ten-year average, the | ast ten-year average on cattle
prices and relate that to either tariff rate quotas or
tariffs sufficient torealize that ten-year average on
cattle prices.

|'ve heard ot her suggestions. There may
be other fornmulas. You know, we're not married to
that concept, but we do feel strongly that we need
sonme protection in those instances, again, wth
collapsing commobdity prices and rising inports to
protect the industry.

M5. CHATTIN.  You had nentioned in your

oral statenents about the relative cost of production
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of live cattle in various countries. Do you have any
estimate in terns of transportation costs what it
woul d cost like to transport cattle fromlike Brazi
or Argentina to the U S. ?

MR. McDONALD: | do, Barbara. A year or
so ago | was feeding cattle at Grand | sl and, Nebraska,
and that entity had cal cul ated that that 35 cent calf,
750 pound calf, that they could purchase in Brazil,
they could unload it in Houston for an additional 25
cents, which put that calf in Houston at around 60
cents, still 16 cents bel ow our cost of production of
t he sane ani mal .

M5. CHATTIN. Ckay. Thank you.

CHAlI RPERSON SURO- BREDI E: Anynor e
gquestions?

(No response.)

CHAI RPERSON SURO BREDI E: Thank you, M.
McDonal d.

Qur next wtness is Susan Brauner
Director of Public Affairs, Blue D anond G owers.

M5. BRAUNER: Madane Chairman and nenbers

of the commttee, it's a pleasure to be with you this
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afternoon and to di scuss the i nportance of negotiating
an agreenent to create a free trade area of the
Anmericas. W certainly support this effort, and we
| ook forward to its conpletion.

Wth nme this afternoon is our counsel
Julian Herrin.

| amtestifying today as a representative
of Blue D anond G owers. We're | ocated in Sacranento,
California. Blue Dianond is a nonprofit, farnmer owned
mar ket i ng cooperati ve. It markets alnonds for its
menbers. The alnonds are grown exclusively in
California and are the largest tree nut crop in the
state.

Al nonds are the nunber one agricultura
export from California. They rank in the top three
consuner food itenms in this country.

Blue D anond Gowers exports for the
majority of the alnmond growers in the State of
California. Production continues to expand in order
to supply the world.

Over 75 percent of the world' s supply of

al nonds is produced in the State of California. The
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products covered by this subm ssion on al nonds are as
follows: in shell, 0802.11.00; shelled, 0802.12.00;
prepared or preserved, 2008.19. 40.

The primary objective for al nonds during
t he upcom ng negotiations should be to elimnate al
alnmond tariffs within the FTAA This objective is
consistent wth Blue D anond' s objective for the WO
negoti ati ons.

Al nonds | end t hensel ves wel | to
acconplishing this. Over 75 percent of the world's
production is produced in California. There's very
little al nond production in the FTAA countries. Only
Chile is recognized as a m nor producer.

Nevert hel ess, Chile inports al nonds from
the United States. Because of the trade patterns for
al nonds, it should be possible to achieve a zero duty
within the FTAA Al  FTAA countries and their
consuners would benefit fromthe elimnation of the
exi sting duties.

It is urgedthat careful consideration and
attention be given to elimnating all duties on

al nonds. This is especially true since all of the
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maj or countries have duty rates bel ow 15 percent.

Qur two biggest FTAA trading partners,
Canada and Mexico, are both already at zero duty.

You have before you ny conpl ete testi nony.
So |l will not repeat all of it at this time with the
understanding that it will be studied carefully. Your
attention is directed to the countries which are nost
inportant to the al nond trade.

Argentinainports al nonds fromCalifornia.
Last year inports total ed over $382,000. The current
tariff is 12 and a half percent for both shelled and
in shell al nonds.

It is believed that wth a zero duty
al nond exports from California would reach the |eve
of $500,000 in five years. Brazil inports al nonds
fromCalifornia. Last year its inports total ed al nost
$1 mllion. The current tariff is 12 and a half
percent for both shelled and in shell alnonds. It is
believed that with a zero duty alnond exports from
California would reach a level of $2 mllion within
five years.

Brazil has just recently inposed a

NEAL R. GROSS
COURT REPORTERS AND TRANSCRIBERS
1323 RHODE ISLAND AVE., N.W.
(202) 234-4433 WASHINGTON, D.C. 20005-3701 www.nealrgross.com




10

11

12

13

14

15

16

17

18

19

20

21

22

244

significant nontariff barrier in the formof an i nport
requi r enent requiring certification from |ocal
authorities as to the safety of the product and
various other simlar requirenents.

The United States has recently sent a
demarche on this issue. The U S. has asked that this
i ssue be pl aced on t he agenda for the Novenber neeting
in Geneva of the WO sanitary and phytosanitary code
wor ki ng group. This issue should be addressed if it
has not been previously resol ved.

Chileinports al nonds fromCaliforniaeven
though it is a small producers. Last year its inports
total ed al nost $840,000. The current tariff is eight
percent for both shelled and in shell alnonds. It is
believed that wth a zero duty, alnond exports from
California would reach the level of $2 millionin five
years.

Col onbi ainmports al nonds from California
Last year its inports totaled over $100, 000. The
current tariff is 15 percent for both shelled and in
shel | al nonds. It is believed with a zero duty,

al nond exports from California would reach the |eve
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of $200,000 in five years.

Venezuel a i nports al nonds fromcCali f orni a.
Last year its inports totaled over $1.7 mllion. The
current tariff is 15 percent for both shelled and in
shell alnonds. It is believed that wwth a zero duty,
al nrond exports from California would reach the |eve
of $4 mllion in five years.

It is hoped that this hel ps explain why
the U.S. shoul d nake obtaining a zero duty for al nonds
apriority during these negotiations. W are prepared
to provide any information, assistance or support
necessary to achieve this goal.

Thank you very much for your close
attention. It would be a pleasure to answer any
guestions that you nmay have.

CHAI RPERSON SURO BREDI E:  Thank you very
much, Ms. Brauner

Shall | start with you, Omar?

MR. KARAWA: Thank you, Ms. Brauner.
prom se we'll study it very carefully.

M5. BRAUNER: Thank you very nuch.

MR. KARAWA: | have two questions. One,
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you note in your testinony that the primary objective
istariff elimnation. Are there any other objectives
under your organi zation?

M5. BRAUNER: O her than cheating the zero

for zero?

MR, KARAWA:  Yes.

M5. BRAUNER: That's our prinme objective.

M5. CHATTI N Can | just follow up on
t hat ?

You' ve nenti oned one problemin Brazil on
this certificationissue. | just wondered if not now,

if you could be thinking about are there technica
barriers to alnonds. Are there SPS issues involving
al nronds in these countries?

| think that's kind of what Omar was
trying to get at, was if we have zero duties, let's
try our best to insure that that really does nean
unfettered access and that, you know, barriers that
tariffs provided aren't just offset by sone other
ki nds of m schief.

M5. BRAUNER: Phytosanitary and ot her sort

of distortions continue to be a problem around the
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worl d, but for the nonent in South America, it's this
particul ar problemin Brazil.

But thank you for your interest in that
ar ea.

MR,  KARAWA: The other question is you
note in your witten testinony sonme countries which
you consi der very high priority intariff elimnation.
Coul d you provide not now, naybe in the future a list
how you rank these countries as to inportance of
priority?

M5. BRAUNER  Yes, we can. They pretty
much rank thenselves in ny testinony with Venezuel a
being at the top. They are currently the top
inmporters of U S. alnonds at about the $2 mllion
| evel , which we think woul d double. So that woul d be,
but we can do that.

Thank you.

CHAI RPERSON SURO- BREDI E: A question from
Dan Leahy.

MR. LEAHY: One quick question. G ven the
| ack of al nond production in the other FTAA countri es,

if you achieved a zero for zero, who would you be
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conpeting with in those markets for this increased
access?

M5. BRAUNER: well, the fact that
California produces 75 percent of the world' s supply
and this year we have a record production of 980
mllion pounds in California; we think the Chilean
supply i s somewhere around four mllion. So we really
see very little problemw th any al nonds bei ng grown
as Chile, you know, as conpetition. They' re already
a net inporter of California alnonds. So we're very
lucky in that we have nost of the world's supply and
goi ng upwar ds.

MR, LEAHY: | won't ask you the question
of what you conpete with in that market because then
we'll get into a very long discussion of what's |ike
and directly conpetitive with al nonds.

M5. BRAUNER: Thank you very nuch.

CHAI RPERSON SURC- BREDI E:  Qur next wit ness
is Wthe Wlley of the National --

MR WLLEY: Wthe WIlIey.

CHAI RPERSON SURO-BREDI E: | " msorry. 1"l

try that again. Wuld you correct it for the record?
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MR WLLEY: Wthe WIley.

CHAI RPERSON SURO- BREDI E: Wt he W1l ey of
the National Cattlenen's Beef Association.

MR. WLLEY: Thank you, Madanme Chairman

Wth nme is Chuck Lanbert, who is with the
Nat i onal Cattlenen's Beef Association staff. He's our
chi ef econom st.

We don't have a corner on the worl d's beef
supply. So we have sone different problens for you

|"mthe el ected President of the National
Cattlemen. |1'ma farnmer. | live near Cedar Rapids,
| owa, eastern |owa.

Cedar Rapids as a comrunity is sonetines
called the community that has the | argest export per
capita of any city in the nation. So we do a |ot of
exporting in addition to agricultural exports.

CGenerally, let ne say thank you for giving
us sonme time. Wth all of the hard work, you' ve been
sitting here a long tine today.

We appreciate the President's position on
trade. W support the President very strongly in the

recent trade agreenent and Anbassadors Zoellick and
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Johnson and Secretary Vennenan and all of the other
menbers of the admnistration that you represent.

W have worked tirelessly for trade
pronotion authority. W support that agenda because
it's the right thing to do for the nation's
agriculture, cattle producers, and for the country.

| must tell you, as you' ve seen from sone
of the other testinony given here, we are facing a
groundswell of growng suspicion of trade and
strengt heni ng i sol ati oni st and protectioni st novenent
in sone parts of the country, the heartland and sone
of the West.

Any agreenents negotiated under TPA nust
be favorable for U S. agriculture and its products or
the adm nistration or those who support trade as
strongly as we do run the risk of being criticized and
abandoned by sone of our constituencies.

In other words, we need a big pro trade
win for U S agriculture at the negotiating table.
I"'ma |ot of responsibility on you all, but that is
i nportant, and frankly, we cannot support approval of

any agreenment that delivers |ess.
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In that vein, we were concerned to read
recent press accounts fromAnbassador Zoel lick that we
may have zero tariffs, that those may be immnent. |f
the anbassador's request is anything nore than a
request for an evaluation, there could be extrene
political consequences for us all.

For exanple, the European Union has a
current tariff at 57 percent, with a 20 percent in
quota tariff. Even if those tariffs were reduced to
zero tonorrow, we would not be able to sell U S. beef
to European custoners. The WIOillegal ban i nposed by
the econom c wunion because we use scientifically
proven production technology is still unresol ved, and
even the so-called hornone free beef to Europe, we
have no access to Europe. W have one little plant
that's qualified.

They sinply block all of our production
and all of our exports.

A reduction in US. beef tariffs or
expansion of tariff free quotas would only be
acceptable as an overall trade package favorable to

the U S. beef industry.
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In addition, we are concerned that the
beef industry is protected from surges in inports,
predatory pricing activities, especially when unfair
trade business practices are contributing factors.

A systemof tariffs and TRQ@ provi des t hat
safety net. A good exanple of an advance in trade,
the WIO accessi on agreenent with China established an
aggressive target for beef tariffs by reducing nost
beef tariffs in China from45 percent to 12 percent by
2004.

We believe that the 12 percent is a worthy
target and should be the objective for global beef
tariffs. And that objective is consistent with the
admnistration's proposal for WO agricultural
negoti ati ons and can be supported by the nation's beef
producers if it's part of a conprehensive package t hat
supports increased access for U S. beef.

| f China can reduce their tariffs from45
to 12, certainly other countries could do the sane.

To set the stage a little bit, the U S. is
the world's | argest beef market, in part, because of

the pronotion and self-help efforts by cattlenen to
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pronote their own product. W're also the |argest
inporter and the worl d's second | argest beef exporter.
We're in a unique position.

Due to that, we nust consider balance
equity, and fairness of any proposed trade initiative
to insure that any agreenents to provide as nuch or
nore access for U S. beef as we give for our inported
beef .

Perceptions, and you've heard sone of
them are that this has not al ways been the case. But
we do have the nost open, | east restrictive major beef
mar ket in the world.

On the other hand, we've had sone
t remendous successes and have wi tnessed first hand t he
val ue of mar ket openi ng trade agreenents. As a direct
result of NAFTA and related political reforns, the
Mexi co econony has grown. Di sposal inconme has
i ncreased anong an expandi ng m ddl e cl ass. Exports of
beef and beef variety neats to Mexico have increased
nore than fivefold from 163 mllion in 1993 to 775
mllion in 2001.

The first six nonths of the year, they
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i ncreased another 13 percent. It's a real success
story.

In a world of unlimted trade issues and
l[imted negotiating resources and tine, our
organi zati on would strongly prefer that you all focus
your efforts on the world trade organization's
multilateral initiative. That fits with our goal of
not supporting increased access to U S. beef market
pi eceneal unti | meani ngf ul access and tariff
reductions is achieved in other major beef inporting
countries.

Because several South Anmerican countries
obvi ously export beef and many of the major inporters
are in Asia and Europe, this balance objective can
only be achi eved through the WO negoti ati ons.

A coupl e of other comments for you. W do
not outright oppose free trade agreenent of the
Americas, but we want it to be on a parallel track
with the WO

We're very concerned about science based
regul ations to protect U S. herd health, and any trade

agreenent nust obviously include those overriding
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concerns about herd health and bi osecurity.

W' ve wi tnessed first hand t he trenendous
econom ¢ and governnental cost of foot and nouth
di sease and BSE in Europe and in England, and our
country is free. W've got an excellent track record,
but we know the problens would arise from all ow ng
inports, would cause a problem

And | nmust tell you that our cattlenen are
extrenely sensitive to the health of their herd and
the reputation of their beef safety prograns.

A nunber of South American countries are
now not sendi ng anyt hi ng ot her than foot product here.
They wi || probably be achi evi ng foot and nout h di sease
safety soon, and so that will be an issue. They'l
resune exporting to us.

Export subsidies. Qur industry does not
use export subsidies. We strongly support the
adm nistration's proposal to phase out export
subsidies within five years.

The European Union and other countries
seemto be excess with U S. export credits. Fromour

standpoint, we would be wlling to go to zero if the
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Eur opean Union went to zero al so.

Donesti ¢ supports. Qur industry, the beef
i ndustry, that is, is not directly supported by the
farmbill, and we are anong the | east subsidized of
any international beef industry. W would be willing
to work with the adm ni stration to devel op strategies
to reduce overall donmestic support.

The U.S. intends to live up to its WO
commtnments that circuit breakers in the 2000 farm
bill wll be triggered if the U S. exceeds those
conmmi t nent s.

We support the adm nistration's proposal
to reduce those donestic supports to five percent of
the value of total agricultural production.

W would be interested in donestic
supports in the gl obal beef industry, particularly the
Eur opean Uni on and those countries that want to becone
part of the European Union be m nimzed, and we woul d
consider a zero for zero proposal or proposal for
substantial reduction in donmestic supports inthe neat
sector.

Access | ssues. W have the | east
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restricted and | argest beef market in the world. Beef
markets in other developed countries are virtually
closed to U.S. beef or protected by relatively high
tariffs. W have granted, the U S., that is, other
countries alnost 700,000 netric tons of TRQ at zero
duty with a 26 percent tariff becom ng effective when
the countries fill their quota.

O that, Australia gets 54 percent, New
Zeal and 31 percent. The remaining 15 percent is
all ocated to countries primarily in South Anerica.

We woul d support conti nued novenent toward
reduced tariffs and expanded TRQ, but only as a
conpr ehensi ve package t hat addressed export subsi di es,
production subsidies and continuing and growh |ists
of sanitary, phytosanitary, and technical barriers to
trade issues.

In sunmary, |'lIl be glad to answer any
guestions you m ght have. | appreciate the chance to
cone and talk with you a while. W w sh you good | uck
in the world trade and FTAA negoti ati ons.

CHAI RPERSON SURO BREDI E:  Thank you, M.

Wil ey.
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Questions?

MS. CHATTIN: | had a coupl e of questions.
In the context of the FTAA negotiations, you had
al luded very generally to SPS issues. W're very
awar e of the concern that the industry has on foot and
nmout h di sease and on BSE and we're not going to | ower
our standards in the FTAA negoti ati on.

But one of the things that would be very
hel pful to us is either now or perhaps you could tell
us later: are there specific SPS or inspection type
i ssues, barriers to our beef exports in sone of the
Latin Anerican countries?

W' re wor ki ng on sone of those problens in
the context of Chile, but one of the things that we
would i ke to do in the context of the FTAAis try our
best to address, you know, issues other than tariffs.

So if you had any observations now or in
the future, we'd really be willing to and would |ike
very nmuch to work with you on that.

MR. WLLEY: And we do maintain an office
here, as you probably know, in Washi ngton, and we have

a very conpetent staff that works with APH S and t he
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Department of Agriculture.

W net with the Uruguayan anbassador this
norni ng and tal ked about their hoof and nouth status
and under a vaccination program and frankly, the
probl em does not seem to be in the Anericas. The
problemis generally with Europe and those countri es.

So | don't think that should be that big
an issue, the free trade area of the Anericas.

M5. CHATTIN: And also just to clarify ny
under standing, | know you were tal king and soneti nes
in a nore general basis than just the FTAA tal king
about donestic support, export subsidies, issues |like
t hat , which are very inportant in the WO
negoti ations, but what is your position in terns of
negotiating disciplines on |like domestic support in
t he FTAA?

That's sonething that we're being
pressured by, to be honest, a lot of our trading
partners who very nuch want to negotiate those
commtnments in the FTAA. | think Secretary Venneman,
Anbassador Zoel I'i ck have been very unequi vocal that we

think that belongs in the WO, and we' ve tabled a very
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anbi ti ous WO pr oposal

But | just would appreciate know ng the
position of the Cattlenmen's Association in terns of
that particul ar issue.

MR WLLEY: Frankly, we're probably at
sone odds with other agricultural commpdities. W're
sinply not supported by any governnent prograns.
Cattl enmen, nost of them are a pretty i ndependent | ot,
and so we don't worry about that, and we woul d gi ve on
t hose points for sone other things.

MS. CHATTIN:. O her peopl e's subsidies for
sonme ot her things.

MR WLLEY: Well, we'll give up the rice
and corn subsidies for access for beef.

(Laughter.)

CHAI RPERSON SURO- BREDI E:  There' s no ot her
gquestions?

MS. CHATTI N  No.

CHAI RPERSON SURO-BREDIE: M. Wl ey?

MR. WLLEY: | mght say, you know,
basically nost Anerican farmers and ranchers believe

in free trade, and we're not afraid to conpete on a
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worl d market, and | think given alevel playing field,
American agriculture and the cattle industry, in
particular, do very well with nore trade.

Thank you very nuch.

CHAI RPERSON SURO- BREDI E:  Qur next Wit ness
is Gary Broyl es, President of the National Associ ation
of Wheat G owers.

MR. BROYLES: Thank you.

Good afternoon, Madane Chairman and
menbers of the commttee. Joining me this afternoon
i s Barbara Spangler, who is the Executive Director of
t he Wheat Export Trade Education Conmm ttee.

My nane is Gary Broyles, and | ama wheat
producer from Rapelje, Montana and currently serve as
the President of the National Association of Woeat
Gowers, and today | do represent the National
Associ ati on of Wheat G owers, the Weat Export Trade
Education Commttee, and U. S. Weat Associ ates.

On average, nearly 50 percent o four total
wheat production is exported. OQur success or failure
hinges on the ability of US. wheat to be exported

around the gl obe.
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The wheat industry strongly supports
aggressive action to liberalize trade in both the WO
and the free trade areas of the Anericas negoti ati ons.
The FTAA negotiations have the potential to extend
beyond the level of Iliberalization achieved in the
WO and the U S. nust take full advantage of this
opportunity.

Additionally, a key elenment in the FTAA
process is the potential to foster hem spheric
alliances in such a way that they can carry over to
t he WIO negoti ati ons where differences on a nunber of
i ssues are extrenely contentious, and we believe that
a strong commtnent in the hem sphere will be very
positive for us against the protectionist positions
pronoted primarily by the EU

The U. S. nmust refrain fromnegotiating on
donestic supports within the context of the FTAA. It
woul d be unwi se for us to unilaterally disarmwthin
the hem sphere while leaving the EU and other
conpetitionto continue subsidizingtheir producers at
hi gh | evel s.

W concur with the US. position to

NEAL R. GROSS
COURT REPORTERS AND TRANSCRIBERS
1323 RHODE ISLAND AVE., N.W.
(202) 234-4433 WASHINGTON, D.C. 20005-3701 www.nealrgross.com




10

11

12

13

14

15

16

17

18

19

20

21

22

263

encour age the countries within the hem sphere to work
together in the WIO to substantially reduce and nore
tightly discipline trade distorting donestic support.
Negoti ations on areas such as market access, state
trading enterprises, export subsidies, and sanitary
and phytosanitary issues nust result in freer and
fairer trade.

The reduction of high tariffs nust be a
priority of the FTAA discussions to insure greater
mar ket access for U S. products. Action nust be taken
to address problens in the admnistration of tariff
rate quotas and to elimnate price ban systens.

The FTAA nust achi eve and give us access
on par with Argentina and Canada to insure access to
the hem sphere and to the growi ng econom es of about
800 mllion people. Brazil alone inports 7.9 mllion
metric ton of wheat. Despite a U S. logistical
advantage to northern Brazil, Argentina dom nates this
| ucrative market.

This pattern is repeated throughout the
South Anerican region. The U S. wheat industry has

also faced difficulties in export markets to
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Guat emal a, Peru, Col onbia, and Venezuela prinmarily as
a result of the Canadi an Weat Board.

The Canadi an Wheat Board consistently and
intentionally wunder prices US. wheat in these
mar kets. The U. S. wheat industry is encouraged by the
US position to elimnate export state trading
enterprises within this hem sphere.

The Canada-U.S. free trade agreenent of
1998 resulted in mintaining the trade inequities
between the U. S. and Canadian farnmers. W nust not
allowthese to be carried forward into the FTAA as we
| evel the playing field within the hem sphere.

Last year, the North Dakota Wheat
Comm ssion filed a Section 301 petition wth the
Ofice of the USTR, and the affirmative finding of
that investigation by the USTR indicated that the
Canadi an Wheat Board's nonopolistic characteristics
clearly disadvantaged U.S. wheat producers.

At the tinme of the affirmative finding,
Anbassador Zoel | i ck announced, and | quote, the United
States will pursue nultiple avenues to seek relief for

U S wheat farnmers fromthe trading practices of the
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Canadi an Wheat Board, a governnent nonopoly trading
enterprise, end quote.

We in the wheat industry strongly urge the
admnistration to nove quickly to self-initiate
dunpi ng i nvesti gati on agai nst t he Canadi an Wheat Board
and to file a conplaint against the board under
Article 19 of the WO

The U. S. wheat industry agrees with the
U S. positiontoelimnate all trade distorting export
subsidies within the hem sphere and supports the
establishment of a nechanism that would prohibit
agricultural products from being exported to the
hem sphere with the aid of export subsidies.

The inconsistent application of sanitary
and phytosanitary regulations has resulted in sone
slowng of trade to the Central and Latin Anmerica
regions. A hem spheric agreenment nust be established
that sets a risk assessnent framework as well as the
creation of an accepted and expedited procedure for
addressing sanitary and phytosanitary disputes.

And we also believe that trade in new

technologies is adequately addressed in the Wrld
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Trade Organi zation negotiations and probably should
not be revisited in these.

The FTAA negotiations represent, I
believe, and we believe, a great opportunity for the
advancenment of free and fair trade wthin our
hem sphere for the U S. wheat producers, and we
encourage you to insure that although we are very
concer ned about environnental |abor issues, that they
not be allowed to hinder this opportunity.

In closing | would offer that the wheat
industry is very pleased by the U.S. trade position on
agriculture, and however, the work towards consensus
wi |l not be easy on several inportant issues, and nost
notably one of those for us is the Canadi an \Weat
Board, and it nust be addressed.

| thank you for the opportunity to appear
before you this afternoon, and | want to assure you
that the wheat industry stands ready to work with you
and ki nd of shoulder to shoul der toward a successful
out cone of these negoti ations.

| thank you for this tinme and would do ny

best to answer any questions that you m ght have.
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CHAI RPERSON SURO- BREDI E:  Thank you, M.

Br oyl es.

MR. KARAWA: Thank you, M. Broyles.

| have one question. Barbara had raised
this wth another testinony. In your witten

testinmony you had nentioned export conpetition. You
support the establishnment of a nmechanism that wl
prohi bit agricultural products frombeing exported to
t he FTAA by non- FTAA countries with the aid of export
subsi di es.

Coul d you hel p us understand or give us
sone ideas of what you think that kind of nechani sm
wll be Iike or you contenpl ate?

MR, BROYLES: Well, | would defer to ny
partner here. However, |I'mgoing to offer this from
a producer's standpoint because | think it's
i nportant.

The wheat industry, nmuch like the cattle
i ndustry, feels that we can conpete very well in the
world market if we have sone sort of a |evel playing
field. If we unilaterally try to disarm oursel ves

from export subsidies, but we allow other countries,
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primarily the European Union to continue to use that,
then all we have done is essentially neutered
ourselves in the world market, and we don't want that
t o happen.

As we nove to that, and we think that w |l
probably be handl ed very well by the U S. position in
the WO tal ks. W are very supportive of that. That
is why we think that maybe we shoul d | eave that al one
and |l et that becone part of the WIO and set up ki nd of
arestrictive, if youwll, that we can elim nate our
export subsidies anongst ourselves and at the sane
time not allow export subsidies to be brought into
this country.

That way that puts us together as a
hem sphere, | think puts us in sone position in the
WO to achi eve our overall position as a country and
as an industry.

Do you fol |l ow ne?

MR, KARAWA:  Yes.

MR. BROYLES: kay.

M5. SPANGLER | don't think we have a

structure for doing that. There has been di scussed at
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length in the Business Forum of the FTAA in the
agricultural section for the |ast several years
finding a workable solution to that proposal is not
going to be easy, but probably it would send a
stronger nessage if we could conme up with sonething
that wouldn't be trade distorting for the whole world
to address what Europe is doing. That's the main
objective in that.

MS. CHATTI N You also nentioned risk
assessnment and NSPS neasures in your testinony. | had
a coupl e of questions.

One is either nowor later onif there are
particular problens in terns of particular SPS
measures in markets in the FTAA, we would be very
interested in knowi ng the specifics of the problens
that you face in other markets.

But you also nentioned sonething about
establishing in -- nmaybe | m sunderstood -- in the
FTAA a uni que ri sk assessnment franework outside what
isinthe WO or did | m sunderstand what your intent
was in that testinony?

Because many of the U S. del egation --
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think we want to nmake sure the SPS is enforced, and
there is from sone countries sonme pressure to |ower
standards, which is unacceptable to us.

But if you could just maybe explain to ne
alittle bit nore what you nmeant by risk assessnent
procedures or if it's in your testinony, |I haven't had
time toread all of it in detail

MR.  BROYLES: Actually, this position
within the FTA would be in support of what's being
done in the WO negotiations, and really what we're
wanting is some ability to benchmark, if there is a
risk or if it's being used as sone sort of kind of an
unsubstantiated trade sanctions tolimt us when there
really is no evidence of a problemor an issue.

And two other things. The one 1'm the
nmost famliar with is TCK Snut in which we have been
closed out of sonme nmarkets wth absolutely no
scientific foundation for it, but it was out there.
There was sone discussion about it. So we can just
say, "Well, we're going to cut off U S. access tothis
because of that."

| think that thereis a strong nove within
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the WO to address that. W want it to be consistent
with that so that, you know, we're concerned about
di sease and health, but let's nmake sure that it is
truly founded and not just used agai nst us kind of as
a phantom export restriction.

M5. SPANGLER | think an additional part
of that would be an efficient nmethod to quickly
establish whether there's a true risk or not, not to
let it drag on for great lengths of tinme while they
banter us around, as the Europeans are so good at.

If we can establish something in the
hem sphere that is sufficient and addresses these
issues in a very tinmely manner, then we have a better
chance of noving it forward in the big round, which is
the ultimte.

And it may not happen in this round, but
at |east the discussions could begin and we could
build the relationships in the hem sphere to support
what we need to do.

We do not want to change the SPS or open
that or go anywhere. W firmy believe that the

system is in place that wll wrk for all new
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t echnol ogi es, as positive as the current probl ens that
we have.

CHAI RPERSON SURO BREDI E:  Thank you.

Thank you, M. Broyles.

MR. BROYLES: Thank you very nuch.

CHAI RPERSON SURO- BREDI E:  Qur | ast wi t ness
is Rachel Cohen, U S. Advocacy Liaison, Doctors
W t hout Borders.

Ms. Cohen.

M5. COHEN: Is this working?

CHAI RPERSON SURO- BREDI E: Yes.

M5. COHEN. (Ckay. Last but not |east, |
hope you're awake enough to hear what | have to say
today. Thank you so nuch for having ne.

I'm pleased to provide this  brief
testimony which focuses entirely on the potential
negati ve consequences of the free trade area of the
Americas, on access to essential nedicines in
devel oping countries and the Anericas, on behalf of
Doctors Wthout Borders, Medecins Sans Frontieres, or
VSF, an i nt ernati onal medi cal humani t ari an

organi zation with field operations in nearly 90
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countries.

Too often in the countri es where MSF wor ks
we have been forced to watch our patients die sinply
because the drugs that they need that could inprove,
extend, or save their lives are not avail abl e and not
affordable. For us this is sinply unacceptable. It
is a violation of our fundanental nedical ethics.

In the  Anmericas, this has been
particularly true for our teans providing AIDS care
and treatnment in places |ike CGuatemala, Honduras,
Ni caragua, El Sal vador, and Peru who have w t nessed
count | ess unnecessary deat hs due to the | ack of access
to antiretroviral therapy and other essential AIDS
medi cat i ons.

There are currently 1.8 mllion people
l[iving with HVADS in Latin Anerica and the
Cari bbean and 110 AIDS deaths were recorded in the
region in 2001. The Caribbean is the second nost
affected region in the world after Subsaharan Afri ca.

Hundreds of thousands of people wth
H V/ AIDS in devel oping countries in the Anericas do

not have access to antiretroviral therapy sinply
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because they cannot afford it. Just two years ago,
the average <cost of a triple conbination of
antiretrovirals, which is what is required for
effective treatnent, was between ten and 15,000 U. S.
dollars per patient per vyear, and today it is
avai |l abl e for under $300 per patient per year.

These price reductions were the direct
results of international public pressure from
activists and other non-governnental organizations
i ke MSF and due to generic conpetition, particularly
fromlndian and Brazilian manufacturers.

Generic conpetition was possible only
because of the lack of patent protection in those
countries on pharnmaceuticals. In the com ng years,
such conpetition wll not be possible due to the
filing of patents on pharmaceutical s in key devel opi ng
countries wth manufacturing capacity unless flexible
conditions for granting conpulsory |icenses are
avai |l abl e and conpul sory |i censes are routinely issued
to address public health concerns.

Compul sory l'i censing of pharnaceuticalsis

w dely acknowl edged to be one of the nost inportant
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policy tools for insuring generic conpetition which
will be key to i nproving access to H V/ Al DS nedi ci nes
in Latin America and the Cari bbean.

One hundred and forty-two countries
adopt ed t he Doha decl aration on the TRI PS agreenent in
public health in Novenber of 2001. Public health
needs were firmy placed above commercial interests,
and much needed clarifications about the key
flexibilities in the TRIPS agreenent were offered.

The very fact that public health and, in
particul ar, access to nedi ci nes has been singled out
as an issue needing special attention in TRIPS
i npl enentati on acknow edges that health care and
health care technol ogies nust be treated differently
fromother cormmodities and give countries | eeway for
taking nmeasures to counter the negative effects of
excessive intell ectual property protection on health.

The FTAA threatens to undermne the
achi evenents i n Doha i n many key ways. |n particular,
USTR s negotiating position in FTAA gives rise to
serious questions for us about the U S. governnment's

true notives in agreeing to the Doha decl arati on.
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The Doha decl aration nust remain a ceiling
for FTAA negotiations onintellectual property rights
as they relate to public health technol ogies, and the
U. S. governnent nust not renege on the commtnents it
made i n Doha.

It isclear ininformation about the U S."'
FTAA negoti ating objectives that the U S. is pushing
to i npose standards on pharnaceutical s that far exceed
requi renents set forth in the TR PS agreenent and t hat
i n sone cases these standards directly contradict both
the spirit and the letter of the Doha decl aration,
whi ch cl early recogni zed concerns about the effects of
patents on prices and stated unanbi guously that TRI PS
should be interpreted and inplenented in a manner
supportive of WO nenbers' right to protect public
health and, in particular, to pronote access to
medi ci nes for all.

| would like tocite just four exanpl es of
t his. The first are dramatic limtations on the
circunstances under which conpulsory 1licenses on
pharmaceutical s may be issued.

Al though the Doha declaration has
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reaffirmed the right of WO nenbers to issue a
conpul sory license for whatever reason, not only in
cases of national energency, the U S. proposal
explicitly provides the conpul sory licenses shall be
granted only in four limted circunstances, that is,
public noncommercial use, situations of a declared
national enmergency, other situations of extrene
urgency, or declared anti-conpetitive practices, and
solely for purposes of governnent use.

Shoul d such a provision be adopted, it
woul d cancel the possibility of granting conpul sory
licenses to renmedy patent abuses, such as excessive
pricing and to foster conpetition in the private
sector to increase access to patented essential
medi ci nes.

The second nmj or concern that we have is
with regard to extensions of patent terns of
pharmaceutical s beyond the 20 year mninumthat's set
forth in the TRIPS agreenent.

The U. S. proposes to extend the termof a
patent i n exchange for a, quote, early registration of

generics, also known as Bolar exenptions, and to
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conpensate for unreasonable admnistrative or
regul atory delays that occurred while granting the
pat ent .

This is not required by the TRIPS
agreenent, and a WIO panel expressly stated that such
patent extensions do not constitute a, quote,
legitimate interest of patent owners.

Thirdly, we're concerned about abuse of
powers to regulatory authorities to enforce patents.
The U.S. proposes that drug regulatory authorities
notify the patent owner of the identity of any conpany
that is seeking approval to market a generic version
of the patented invention while the patent is in
effect.

Thi s effectively means t hat drug
regul atory authorities wll function as sort of de
facto patent enforcement agencies and is likely to
result in unjustified patent extensions. Such a
proposal can only serve to protect invalid patent
clainms as valid clains receive adequate protection
t hrough nornmal judicial processes.

And finally, we are concerned about
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excl usive rights over pharmaceutical data. Although
the TRIPS agreenment only requires WO nenbers to
protect undisclosed tests or data against unfair
commercial use and disclosure in the framework of
unfair conpetitionlaw, the U S. is proposing to grant
excl usive rights on pharmaceutical data for at |east
five years. Such a proposal will result in delaying
and limting generic conpetition in cases where a
pat ent does not exi st or a conpul sory |Iicense has been
gr ant ed.

The U.S. negotiating objectives for FTAA
aim to strengthen patent rights beyond what is
required in trips and reduce the extent of the
safeguards to the detrinment of public health. They
are clearly TRIPS plus and have been acknow edged as
such by a nenber of a nunber of experts.

If the U S achieves its negotiating
obj ectives, FTAA will negate the achievenents of the
Doha declaration and could have devastating
consequences in terns of access to nedicines for
mllions of people in |lowand mddle incone countries

inthe Arericas who are living wth H V/AIDS, nmal ari a,
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t uber cul osi s, Chagash (phoneti c) di sease,
| ei shmaniasis, and a nunber of other neglected
di seases.

For them this is a matter of life and
deat h, and we, therefore, urge the U S. governnent in
the strongest possible terns to abandon TRIPS pl us
negoti ating objectives and instead negotiate FTAA in
keeping wth the spirit and letter of the Doha
decl arati on.

Thank you for your attention.

CHAI RPERSON SURO BREDI E:  Thank you very
much, Ms. Cohen.

All of us have great respect for your
institution and for its wi nning the Nobel Peace Prize.

Qur questioner will be Kira Alvarez from
t he USTR of fi ce.

M5. ALVAREZ: Thank you for your statenent
and for your testinmony. |It's very helpful as we sit
here and | ook at our negotiating positions.

| only have one question this norning or
this afternoon actually -- this evening. It concerns

with respect to sort of linkage and the patent term
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extension and the data protection.

Coul d you sort of explain to us how you
see this or your proposals or your views on that and
whet her these are consistent with U S. |aw and where
U S. law on these positions is?

M5. COHEN: Is this working?

"' mnot sure that it has any i npact or any
inplications interns of U S law. Wat we're talking
about are strictly the ways in which these proposals
are going to affect devel oping countries, that is to

say | ow and m ddl e i ncone countries.

So I'"'mnot a |legal expert, but | don't
believe this wll in any way affect U S. |[|aw o
course, every nation wll have their own sovereign

national | egislation which, should FTAA be negoti at ed
successful ly and signed to, woul d need to be devel oped
and i npl emented nationally.

So that would not, | don't think, have any
i nplications whatsoever for U S. |aw

MB. ALVAREZ: Ckay.

CHAI RPERSON SURO BREDI E:  Coul d you tell

us is the Brazilian generic industry exporting to
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other countries or is it still a donmestic industry?

M5. COHEN: At the nonent the Brazilian
i ndustry, which is a state sponsored pharnaceutica
organi zation -- the main one is Pharamminos -- is
produci ng al nost exclusively for the donmestic nmarket.
So at the nonent they're not exporting.

One of the things |I've just been in a
meeting with, an interagency task force that's working
on sort of the inplenentation of the Doha decl arati on,
and in particular working out a solution to what's
known as Par agraph 6 in the Doha decl aration, whichis
the production for export question.

What didn't get resolved in Doha
unfortunately was what are countries to do if they
have Iimted or insufficient manufacturing capacity
t henmsel ves. They cannot issue a conpul sory license to
export. You can only at this stage i ssue a conpul sory
license to inport or produce |locally.

So an exporting country would have to
essentially issue a conpul sory license to export. The
Brazilian governnment has said nany tinmes they' re not

necessarily every interested in exporting. W are
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encouragi ng themto, indeed, begin exploring ways to
i ncrease their own manufacturing capacity so that they
can export.

It's a very inportant resource for the
rest of the region, and for other countries in the
rest of the world, certainly in the devel opi ng worl d.
In one limted exception, MSF has been inporting
generic antiretrovirals from Brazil in a special
agreenent that we have wth Pharmaninos in South
Africa for use in our project there, where we're
treating about 400 people living wth HYV wth
antiretrovirals.

Initially we were treating 180 peopl e, and
by inporting the Brazilian generics under a speci al
agreenent with the Brazilians and with the full
know edge and aut hori zation of the Medicines Control
Council in South Africa, which is their equival ent of
the FDA, we've been able to double the enroll nent
capacity of our programon basically the sane budget
because t he drugs are half as expensive, even as those
pat ented nedi ci nes that have been reduced, where the

prices have been reduced by daxoSmthKline and a
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nunber of other pharmaceutical conpanies. At the
nmoment they're not exporting.

CHAI RPERSON SURO- BREDI E:  Thanks you, Ms.
Cohen.

M5. COHEN: Thank you very nuch.

CHAI RPERSON SURO- BREDI E:  This hearing is
adj ourned until tomorrow norning at ten o' cl ock.

Thank you.

(Wher eupon, at 5:08 p.m, the hearing in
t he above-entitled matter was adjourned, to reconvene

at 10:00 a.m, Septenber 10, 2002.)
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